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EMPLOYMENT ACT AMENDMENTS 


WEDNESDAY, FEBRUARY 24, 1950 
U.S. Senate, 


CoMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON PRODUCTION AND Sr aBILIzATION, 
Washington, D.C. 
The subcommittee met, pursuant to notice, in room 5302, New 
Senate Office Building, at 9:40 a. m., Senator Paul H. Douglas, chair- 
man of the subcommittee, pr esiding. 


Present: Senators Douglas, Clark, Proxmire, Capehart, Bennett, 
and Bush. 

Also present: Senator Randolph and Representative Heuss. 

Senator Doucias. The subcommittee will come to order. 

This hearing has been called by the Subcommittee on Production 
and Stabilization of the Senate Banking and Currency Committee 
to take testimony on two bills: 


S. 64, a bill to amend the Employment Act of 1946 to make relative 
stability of prices an explicit aim of Federal economic policy, intro- 
duced on January 9, 1959, by Senator Bush for himself, Senators 
Bennett, Capehart, Clark, and Proxmire; and 


S, 2382, a bill to amend the Employment Act of 1946 to provide 
for its more effective administration, and to bring to bear an informed 
public opinion upon price and wage increases w hich threaten economic 
stability, introduced on July 14, 1959, by Senator Clark for himself, 
and Senators Proxmire, Byrd of West Vi irginia, and Randolph. 

Without objection, copies of the two bills and agency reports on 
them will be inserted in the record at this point. 

(The bills and agency reports referred to follow :) 


S. 64, 86th Cong., 1st Sess. 


A BILL To amend the Employment Act of 1946 to make relative stability of prices an 
explicit aim of Federal economic policy 

Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) section 2 of the Employment Act of 
1946 is amended by adding at the end thereof a new paragraph as follows: 

“The Congress further declares that the foregoing objectives must be attained, 
if they are to be meaningful, in an economy in which the level of prices remains 
relatively stable under free competitive enterprise.” 

(b) Section 3(a) of such Act is amended by striking out “an (4)” and insert- 
ing in lieu thereof the following: ‘(4) current and foreseeable trends in price 
levels prevailing in the economy and the steps, if any, which have been taken to 
eounter inflationary or deflationary pressures arising within the economy; 
and (5)”. 

(c) Section 4(a) of such Act is amended by deleting the final seven words of 
the second sentence and inserting the following: “purchasing power, and a rela- 
tively stable price level under free competitive enterprise”. 

(d) Section 4(c) (4) of such Act is amended by striking out “and purchasing 
power” and inserting in lieu thereof the following: “purchasing power, and a 
relatively stable price level”. 


1 
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[S. 2382, 86th Cong., 1st Sess.] 


A BILL To amend the Employment Act of 1946 to provide for its more effective admin- 
istration, and to bring to bear an informed public opinion upon price and wage increases 
which threaten economic stability 
Be it enacted by the Senate and House of Representatives of the United States 

of America in Congress assembled, That the Employment Act of 1946 (60 Stat. 

23:15 U.S.C. 1021 and the following), as amended, is amended by adding at the 

end thereof the following new section: 

“Sec. 6. It is the sense of Congress that President and the Federal Govern- 
ment, in executing this Act, shall give due effect to the following provisions of 
the Act: 

“(a) The provision of section 2 setting forth the goals of maximum employ- 
ment, production (including the concept of sustained growth), and purchasing 
power (including the concept of reasonable price stability). 

“(b) The provisions of section 3(a) requiring the President to include in each 
year’s Economic Report, in quantitative terms, the levels of employment, produc- 
tion, and purchasing power which he deems ‘maximum’, and current and foresee- 
able trends. 

“(c) The provision of section 3(b) for the discretionary periodic transmittal 
of supplementary or revised recommendations. 

“(d) The provisions of section 3(a) (3) for a review, and of sections 3(a) (4) 
and 3(b) for program and recommendations, including therein monetary and 
credit policies to the same extent as all other policies affecting employment, 
production, and purchasing power: Provided, That if the Federal Reserve Board 
disagrees with the monetary and credit policies included in such program and 
recommendations, the President in his report to the Congress shall include the 
Board's views and reasons.” 

Sec. 2. The Employment Act of 1946 is amended by adding a new section 7 as 
follows: 

“Sec. 7. The President, directly or through any Federal agency he designates, 
shall hold public hearings concerning (a) price increases, prospective or actual, 
which in his judgment appear to threaten national economic stability, and (b) 
wage increases, prospective or actual, and the relationship of the price increases 
thereto, which the firm involved declares to be a cause of the price increases 
specified in clause (a) of this section. He shall issue factual summaries of such 
hearings, and, where he deems it advisable, issue advisory statements.” 





EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D.C., January 23, 1959. 
Hon. J. W. FutsricHt, Chairman, Committee on Banking and Currency, 
U.S. Senate, Washington, D.C. 


My Dear Mr. CHAIRMAN: This will acknowledge your letter of January 15, 
1959, requesting the views of this office concerning S. 64, a bill to amend the 
Employment Act of 1946 to make relative stability of prices an explicit aim of 
Federal economic policy. 

The Bureau of the Budget favors the purpose of S. 64. However, the Chair- 
man of the Council of Economic Advisers has recommended a number of tech- 
nical changes which are incorporated in the attached draft bill. Enactment of 
this bill would be in accord with the program of the President. 

Sincerely yours, 
(Signed) Purr S. HueHEs, 


Assistant Director for Legislative Reference. 


A BILL To amend the Employment Act of 1946 to make the maintenance of a reasonably 
stable price level an explicit aim of Federal economic policy 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled; That (a) section 2 of the Employment Act 
of 1946 is amended by deleting the final nine words and inserting in lieu thereof 
tthe following: “to promote maximum employment, production, and purchasing 
power, and to maintain a reasonably stable price level.” 
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(b) Section 3(a) of such Act is amended by striking out “and (4)” and 
inserting in lieu thereof the following: ‘“‘(4) current and foreseeable trends in 
price levels prevailing in the economy and the steps, if any, which have been 
taken to maintain a reasonably stable level of prices; and (5)”. 

(c) Section 4(a) of such Act is amended by deleting the final seven words of 
the second sentence and inserting in lieu thereof the following: “purchasing 
power, and to maintain a reasonably stable level of prices under free competitive 
enterprise.” 

(d) Section 4(c) (4) of such Act is amended by striking out “and purchasing 
power ;” and inserting in lieu thereof the following: “purchasing power, and a 
reasonably stable price level ;”. 


OFFICE OF THE SECRETARY OF THE TREASURY, 
Washington, March 26, 1959. 
Hon. A. WILLIS ROBERTSON, 
Chairman, Committee on Banking and Currency, 
U.S. Senate, Washington, D.C. 

My Dear Mr. CHAIRMAN: Reference is made to your request for the views of 
this Department on 8. 64, to amend the Employment Act of 1946 to make relative 
stability of prices an explicit aim of Federal economic policy. 

The bill is designated to make relative price stability an explicit, rather than 
an implicit, goal of Federal economic policy under the Employment Act of 1946. 

The Treasury Department strongly endorses the objective of the bill. How- 
ever, the Bureau of the Budget has submitted to your Committee a draft of a 
bill with the same purpose which has the approval of this Department. Hence, 
we recommend favorable consideration of that bill in lieu of action on §S. 64. 

The Department has been advised by the Bureau of the Budget that there is 
no objection to the submission of this report to your committee. 

Very truly yours, 
(Signed) Jurran B. Barren, 
Acting Secretary of the Treasury. 





DEPARTMENT OF AGRICULTURE, 
Washington, D. C., February 9, 1959. 
Hon. J. W. FULBRIGHT, 
Chairman, Senate Banking and Currency Committee, 
U.S. Senate. 


DEAR SENATOR FULBRIGHT: Your letter of January 15 asked for our views con- 
cerning S. 64, a bill to amend the Employment Act of 1946 to make relative 
stability of prices an explicit aim of Federal economic policy. 

The Department of Agriculture is in full accord with the objectives of this 
bill. However, we understand that the Bureau of the Budget has sent you some 
recommended language which we think would be an improvement. 

The Bureau of the Budget advises that there is no objection to the submission 
of this report. 

Sincerely yours, 
TRUE D. MoRsE, 
Acting Secretary. 


THE SECRETARY OF COMMERCE, 
Washington, D.C., March 26, 1959. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Foreign Relations, U.S. Senate, Washington, D.C. 


DEAR Mr. CHAIRMAN: This letter is in reply to your request of January 15, 
1959, for the views of this Department with respect to S. 64, a bill to amend the 
Employment Act of 1946 to make relative stability of prices an explicit aim 
of Federal economic policy. 

The Department of Commerce recommends enactment of legislation for this 
purpose. 

The Economic Report of the President stated that an amendment for this 
purpose to the Employment Act of 1946 would be sought by the administration. 
It is our understanding that the Council of Economic Advisers has suggested 
technical modifications to the legislation. 
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We have examined the amendments proposed by the Council and believe they 
would clarify the legislation. Accordingly, we recommend enactment of 8. 64 
with the amendments suggested by the Council of Economic Advisers. 

We have been advised by the Bureau of the Budget that there would be no 
objection to the submission of this report to your committee and, further, that 
enactment of the legislation modified as recommended would be in accord with 
the program of the President. 

Sincerely yours, 
FREDERICK H, MUELLER, 
Acting Secretary of Commerce. 


DEPARTMENT OF LABOR, 
OFFICE OF THE SECRETARY, 


Washington, March 6, 1959. 
Hon. A. WILLIS ROBERTSON, 
Chairman, Committee on Banking and Currency, 
U.S. Senate, 
Washington, D.C. 


Dear SENATOR Rospertson: This is in further response to the request of the 
Committee for this Department’s comments on S. 64, a bill to amend the Employ- 
ment Act of 1946 to make relative stability of prices an explicit aim of Federal 
economic policy. 

The President in his recent Economic Report recommended that the Employ- 
ment Act of 1946 be amended “to make reasonable price stability an explicit 
goal of Federal economic policy, coordinate with the goals of maximum pro- 
duction, employment, and purchasing power now specified in that Act.” The 
purpose of S. 64 is consistent with the recommendation of the President and 
this Department is in complete accord with the basic policy expressed in the 
bill. 

However, the specific language proposed in S. 64 may lead to confusion in 
certain respects. The bill should make clear that the objective of price stability 
is to be coordinate with, and not superior to, the objectives now in the act. The 
language proposed by this bill as an addition to section 2 of the act could be 
construed to create a preférence for a stable level of prices over other require- 
ments of the act. 

Further, the term “inflationary and deflationary pressures” does not appear 
to be an advisable addition to the act. The term is difficult to define and involves 
fiscal policy, monetary policy, and many other acts of government. We believe 
the draft language prepared by the Chairman of the Council of Economic Ad- 
visors, which has been submitted to the committee, would meet the need to 
which S. 64 is addressed and we recommend its adoption. 


The Bureau of the Budget advises that there is no objection to the submission 
of this report. 


Sincerely yours, 


JAMES P. MITCHELL, 
Secretary of Labor. 


BoAkD OF GOVERNORS OF THE 
FEDERAL RESERVE SYSTEM, 
OFFICE OF THE CHAIRMAN, 
Washington, February 11, 1959. 
Hon. A. Wiis ROBERTSON, 
Chairman, Committee on Banking and Currency, 
US. Senate, Washington, D.C. 


My Dear Mr. CHAIRMAN: This refers to the request from the Senate Banking 
and Currency Committee for a report from the Board on S. 64, a bill to amend 
the Employment Act of 1946 to make relative stability of prices an explicit aim 
of Federal economic policy. 

This bill would amend the Employment Act of 1946 by adding language thereto 
which would emphasize and make explicit the importance of stabilizing the level 
of prices. It seems to be similar to S. 2824, introduced in the 85th Congress, on 

which the Board reported under date of January 21, 1958. Specifically, addi- 
tional language would occur in the declaration of policy in section 2 of the Act, 
in section 3(a) concerning the items to be covered in the Economic Report of the 


President, and in section 4 concerning the qualifications and duties of the Coun- 
cil of Economic Advisers. 
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When I appeared before the Committee on Finance of the United States Sen- 
ate on August 13, 1957, I stated in part: 

“If the will is there, and it is demonstrated convincingly to the American 
people, the cost of living can be stabilized, interest rates will relax, and a suffi- 
cient volume of savings will be encouraged to provide for the economic growth 
needed in this generation and the next. 

“This committee and the Congress can contribute greatly to that end by 
declaring resolutely—so that all the world will know—that stabilization of the 
cost of living is a primary aim of Federal economic policy.” 

The Board’s view continues to be that while careful consideration should be 
given to the wording of the directive suggested in the statement quoted above, 
the Board would favor an amendment to the law which would make it explicit 
that national economic policy is also concerned with preserving the purchasing 
power of the dollar. 

Sincerely yours, 
Wm. McC, Martin, JR. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D.C., September 24, 1959. 
Hon. A. WILLIS ROBERTSON, 
Chairman, Committee on Banking and Currency, 
U.S. Senate, Washington, D.C. 


My Dear Mr. CHAIRMAN: This is in reply to your letter of July 16, 1959, 
requesting the views of this office with respect to S. 2382, to amend the Employ- 
ment Act of 1946 to provide for its more effective administration, and to bring 
to bear an informed public opinion upon price and wage increases which threaten 
economic stability. 

The Council of Economic Advisers, the Treasury Department, and the Board 
of Governors of the Federal Reserve System have raised important objections 
to H.R. 4870 and S. 1237. These bills are similar to S. 2382, and virtually all 
of the objections raised by these agencies are also applicable to S. 2382. 

The Bureau of the Budget is in general agreement with the views of these 
agencies, and recommends against enactment of S. 2382. 

Sincerely yours, 
(Signed) Pum 8S. HuGHes, 
Assistant Director for Legislative Reference. 


TREASURY DEPARTMENT, 
February 24, 1960. 
Hon. A. WILLIS ROBERTSON, 
Chairman, Committee on Banking and Currency, 
U.S. Senate, Washington, D.C. 


My Dear Mr. CHArRMAN: Reference is made to your request for the views of 
this Department on S. 2382, to amend the Employment Act of 1946. 

Section 1 of the bill would in effect provide that the President in carrying out 
his responsibilities and preparing the Economic Report under the Employment 
Act of 1946 should, in the sense of the Congress, consider certain factors, set 
forth information in the Economic Report in certain terms, and include recom- 
mendations with respect to certain specified policies. 

The Employment Act of 1946 at the present time does not specifically spell 
out the many factors that necessarily must be considered by the President in 
earrying out the objectives of the act. The Department believes that such ab- 
sence of specificity is appropriate since the program and report required by the 
employment act are to be the program and report of the President and he should 
be free to exercise his own judgment as to the matters he considers important 
to accomplish the program and the manner in which he sets forth information 
in the report. 

Section 1 of the bill would also require the President to include in the Economic 
Report the reasons for disagreement by the Federal Reserve Board with the 
monetary and credit policies of the program and recommendations contained in 
the Economic Report, if there is such disagreement. We do not believe it would 
be appropriate to provide that such information be furnished by the President. 

In regard to section 2 of the bill, the holding of hearings on price and wage 
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increases is an appropriate function of the Congress which it has regularly exer- 
cised through the years. In keeping with the role of Congress, the purpose of 
such hearings is to determine what, if any, legislative action may be necessary. 
On the other hand, the holding of such hearings and the issuance of advisory 
Statements by the executive branch would be for the purpose of influencing the 
actions of certain segments of the economy. This, in our opinion, would not be 
consistent with the principles of a free enterprise economy. 

Finally, in regard to making relative price stability an explicit, rather than 
an implicit, goal of Federal economic policy, the Bureau of the Budget has sub- 
mitted to your committee a draft of bill to accomplish that purpose which has 
the approval of this Department. 

The Department has been advised by the Bureau of the Budget that there is 
no objection to the submission of this report to your Committee. 

Very truly yours, 
(Signed) Juan B. Bairp, 
Acting Secretary of the Treasury. 


DEPARTMENT OF AGRICULTURE, 
r Washington D.C., September 25, 1959 


Hon. A. WILLIS ROBERTSON, 
Chairman, Committe on Banking and Currency, U.S. Senate. 


DEAR SENATOR ROBERTSON: Your letter of July 16 asked for the views of this 
Department concerning S. 2382, a bill to amend the Employment Act of 1946 to 
provide for its more effective administration, and to bring to bear an informed 
public opinion on price and wage increases which threaten economic stability. 
This bill would require the President to specify certain economic goals in quanti- 
tative terms, to report disagreements with the Federal Reserve Board concern- 
ing monetary and credit policies, and to hold public hearings on certain prospec- 
tive or actual increases in prices or wages. 

The Department of Agriculture believes this bill to be unnecessary. 

The President’s Economic Report and the monthly publication Economic In- 
dicators, prepared for the Joint Economic Committee by the Council of Economic 
Advisers, presents a wealth of material concerning economic trends. Such data 
and discussions supply much of the material on which projections can be based. 
But projections are made from time to time by many different individuals or 
groups, based on varying assumptions depending upon the particular purpose or 
problem to which the projection is addressed, and such projections are also, of 
course, of varying reliability (depending upon the care with which they are made, 
the particular problem to which the projection is addressed, and the time period 
involved). In view of this we believe the Council of Economic Advisers should 
not be required to publish quantitative projections, but it should continue to dis- 
cuss recent, current, and foreseeable future trends. 

There is nothing in present legislation which precludes the reporting of differ- 
ences of opinion on monetary and credit policies. This Department thinks it 
would be unwise to take any action that might impair the independence of the 
Federal Reserve Board, which was established by the Congress. Present ar- 
rangements for mutual understanding in this field include frequent meetings of 
the Advisory Board on Economic Growth and Stability, in which the Federal 
Reserve Board and the Treasury Department are represented. 

One of the functions of the Cabinet Committee on Price Stability for Economic 
Growth is, to build a better public understanding of the need for reasonable 
price stability in a free society and of the conditions necessary to achieve this 
objective. This Committee is moving actively to present to the public the prob- 
lems and issues involved in price and wage increases. The Committee’s first re- 
port has been issued. 

The Bureau of the Budget advises that there is no objection to the submission 
of this report. 

Sincerely yours, 
E. L. PETERSON, 
Acting Secretary. 
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THE SECRETARY OF COMMERCE, 
Washington, D.C., February 18, 1960. 
Hon. A. WILLIS ROBERTSON, 
Chairman, Committee on Banking and Currency, 
U.S. Senate, Washington, D.C. 

DrEAR Mr. CHAIRMAN: This is in reply to your request for a report on S. 2382, 
a bill to amend the Employment Act of 1946 to provide for its more effective 
administration, and to bring to bear an informed public opinion upon price and 
wage increases which threaten economic stability. 

S. 2382 would amend the Employment Act of 1946 to state that it is the sense of 
Congress that the President shall give due effect to certain specified provisions of 
the act. The bill would also provide that the President shall hold public hear- 
ings concerning (a) price increases, prospective or actual, which appear to 
threaten national economic stability, and (b) wage increases, prospective or 
actual, and the relationship of the price increases thereto, which the firm in- 
volved declares to be the cause of the price increases. 

The Department of Commerce recommends against enactment of S. 2382. 

The provisions of the bill other than those relating to public hearings on price 
and wage increases are apparently intended to write into the law the concept of 
reasonable price stability as an explicit aim of Federal economic policy. They 
also specify that “the President * * * shall give due effect” to certain provisions 
of the act. The implication that the present requirements of the Employment 
Act are not being carried out would be without foundation and should be avoided. 

With respect to price stability, the January 1960 Economic Report of the Presi- 
dent states (p. 71): 

“To enhance public awareness of the damage that could be done by inflation 
and to support Government’s efforts to restrain inflationary forces, the Congress 
should amend the Employment Act of 1946 to make reasonable price stability an 
explicit goal of national economic policy. Although this goal may already be 
implied in the declared objectives of the act, such an amendment would express 
more firmly our national determination to curb inflation. The amendment that 
has been proposed by the Administration is limited to a change in the language 
of the act’s declaration of policy. Such an amendment would help accomplish 
the desired purpose without causing changes in our economic institutions that 
might be inimical to the freedoms we now enjoy.” 

The Department endorses an amendment to the Employment Act to effect this 
proposal in the President’s Economic Report. 

Turning now to the provisions of S. 2382 which would require public hearings 
in the event of certain wage and price increases, the Department’s view is that 
they would be directly contrary to our traditional free enterprise system operat- 
ing on a supply-demand basis. To introduce, as is inevitable under the bill, 
Government influence in the determination of price and wage increases would 
result in strong pressures preventing the free exercise of business judgment by 
those involved. The mechanism of public hearings as proposed in the bill would 
promote more instead of less Government control and could result in price and 
wage controls by indirect means—the medium of publicity. 

For these reasons, the Department of Commerce recommends against enact- 
ment of S. 2382. 

The Bureau of the Budget has advised that it would interpose no objection 
to the submission of this report to your committee. 

Sincerely yours, 
Puitip A. Ray, 
Under Secretary of Commerce. 


DEPARTMENT OF LABOR, 
OFFICE OF THE SECRETARY, 
Washington, August 31, 1959. 
Hon. A. WILLIs Rospertson, Chairman, Committee on Banking and Currency, 
U.S. Senate, Washington, D.C. 


DeaR SENATOR ROBERTSON: This is in further reply to your request for our 
comments on 8S. 2382, a bill to amend the Employment Act of 1946 to provide 
for its more effective administration, and to bring to bear an informed public 
opinion upon price and wage increases which threaten economic stability. 

S. 2382 would add a new section to the Employment Act of 1946 stating it to 
be the sense of Congress that the President and the Federal Government, in 
administering the act, shall give due effect to its provisions dealing with (1) 
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maximum employment, production and purchasing power, (2) inclusion in the 
Economie Report of the level of employment, production and purchasing power 
which the President deems maximum, and current and foreseeable trends, (3) 
periodic transmittal to the Congress of supplementary or revised recommenda- 
tions and (4) a review of, and a program and recommendations for, all policies 
affecting employment, production, and purchasing power, including monetary 
and credit policies. If the Federal Reserve Board disagrees with the programs 
and recommendations with respect to monetary and credit policies, the President 
would be required to include the Board’s views and reasons in his report to the 
Congress. 

In addition, the bill would add another new section to the act imposing upon 
the President or any Federal agency he may designate a duty to hold public 
hearings concerning certain wage increases and prospective or actual price 
increases which “in his judgment appear to threaten national economic stability.” 
The President would be required to issue factual summaries of the hearings 
and, where he deems it advisable, advisory statements. 

The Department of Labor is opposed to the enactment of this bill. The 
Chairman of the Federal Reserve Board, the Secretary of the Treasury, and the 
Chairman of the Council of Economic Advisers meet from time to time with 
the President to discuss fiscal and monetary matters. It appears, therefore, 
that there is presently sufficient opportunity and authority for the President 
and the Council of Economic Advisers to study and comment on monetary and 
credit policies. Moreover, in our opinion, it is not appropriate to require the 
President to report publicly to the Congress respecting the reasons for any 
Federal Reserve Board disagreement with him concerning monetary and credit 
policies. 

The proposed requirement that the President or his designated agency hold 
public hearings upon certain price and wage increases and issue advisory state- 
ments upon the justification for these increases would deal with only a part of 
the total problem of inflation. Since the Cabinet Committee on Price Stability 
for Economic Growth under the Chairmanship of the Vice President is now 
making a comprehensive study of this whole problem, we would not be in favor 
at this time of the inclusion of this particular section in the bill. We would 
prefer to await completion of the Cabinet Committee studies and recommenda- 
tions before expressing a definite opinion on the need for this provision. 


The Bureau of the Budget advises that it has no objection to the submission of 
this report. 


Sincerely yours, 
JAMES P. MITCHELL, 
Secretary of Labor. 





BoarD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM, 
Washington, D.C., February 19, 1960. 
Hon. A. WILLtIs ROBERTSON, 
Chairman, Committee on Banking and Currency, 
U.S. Senate, Washington, D.C. 


Dear Mr. CHAIRMAN: This letter is in response to a request for comment 
on §. 2382, a bill to amend the Employment Act of 1946 to provide for its more 
effective administration, and to bring to bear an informed public opinion upon 
price and wage increases which threaten economic stability. We understand 
the hearings also will cover S. 64, on which we commented to the Senate 
Banking and Currency Committee under date of February 11, 1959. Important 
sections of S. 2382 are similar to sections in bills submitted in 1959 and also 
in preceding sessions of Congress, on which the Board has already commented 
extensively, for example, H.R. 4870, on which the Board reported to the House 
Committee on Government Operations on April 1, 1959. 

1. S. 2382 repeats the wording of last year’s H.R. 4870 in its proposal to de- 
fine the goal of maximum production as “including the concept of sustained 
growth,” and the goal of maximum purchasing power as “including the concept 
of reasonable price stability.” Both goals appear to the Board to be implicit in 
the present act. The Board’s view is that sustained growth cannot be divorced 
' from reasonable price stability. An economy characterized by the latter, with 
individual prices reflecting the changing patterns of supply and demand and of 
saving and investment in a free market. economy, seems to the Board clearly 
to offer the best environment for sustained economic growth. 
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Over the past year, public discussion of stable prices and sustained growth— 
in which congressional committees have played a leading role—has been intensi- 
fied. Concurrently, a great deal of effort has gone into adding to and clarifying 
our knowledge of these issues. Our view, as in the past, is that, while not 
essential, it would be desirable to make these goals explicit, although the exact 
wording of any amendment needs careful consideration. 

2. S. 2382 also repeats the provisions of H.R. 4870 requiring the President to 
include in each year’s Economic Report, in quantitative terms, the levels of 
employment, production, and purchasing power which he deems maximum, and 
current and foreseeable trends. The present act is somewhat ambiguous with 
respect to quantitative terms. 

The Board is not in favor of a requirement that an explicit forecast, in quan- 
titative terms, be presented each year for employment, production, and pur- 
chasing power. Projections in quantitative terms are, of course, important aids 
to economic analysis and to policy formation. Publication in quantitative terms 
of the council's views of prospective economic developments, however, is another 
matter. It might easily, given the present stage of economics, hinder rather 
than expedite the adaptation of policy to changing circumstances. It could, 
unfortunately, entrench positions and divert effort from the necessary process 
of review and adaptation to the polemics of attack on and defense of numbers. 

3. The provisions of S. 2382 relating to price and wage increases which appear 
to threaten economic stability incorporate some improvements over preceding 
bills. It is an improvement that the selection of the price or wage increases to 
be investigated and publicized under this provision is left to the judgment of the 
President, and also that the President may designate a Federal agency other 
than the Council to hold hearings. Nevertheless, basic issues remain that prompt 
the Board to question the desirability of this segment of the bill. To be mean- 
ingful, it would put the Government into the business of price and wage 
determination. The Government would be forced to operate on fundamental and 
far-reaching issues without adequate criteria. For the President, or an agency 
designated by him, to set forth detailed wage and price standards on a recurrent 
basis would be a drastic step for a free enterprise economy in peacetime. Under 
such circumstances, national efforts to determine price and wage increases that 
do, or do not, threaten national economic stability, to arrive at the necessary 
recommendations, and to get these recommendations accepted would undoubtedly 
open a Pandora’s box of arguments, of claims and counterclaims difficult, if not 
impossible, to evaluate. 

4+. The Board is concerned with the provisions of S. 2382 which would commit 
the President to incorporating, in the program recommendations of the Economic 
Report, recommendations on monetary and credit policies “to the same extent as 
all other policies affecting employment, production, and purchasing power.” 
Furthermore, the bill provides that “if the Federal Reserve Board disagrees 
* * * the President in his report to the Congress shall include the Board’s views 
and reasons.” In essence, these provisions were included in H.R. 4870, and the 
Board commented extensively on them in a letter to Hon. William L. Dawson, 
chairman, Committee on Government Operations, House of Representatives, dated 
April 1, 1959. 

The Board continues to believe that proposed changes of this kind of the Em- 
ployment Act are undesirable on the grounds that they are both unnecessary 2nd 
capable of generating mischievous consequences—whether through hampering 
the flexibility essential to the Federal Reserve in adapting monetary and credit 
policies to changing conditions, or through stimulation of speculative tendencies 
in the use of bank credit. The proposed changes, furthermore, are contrary in 
spirit both to the legislative foundation and the subsequent development of the 
Federal Reserve System. 

The Board’s policy decisions are made on the basis of continuous scrutiny of 
the complex of economic forces, non-financial as well as financial, and there is the 
fullest possible disclosure of the information on which decisions are made, The 
Board endeavors to keep in close touch with the Executive offices of the Govern- 
ment, and there is ample opportunity for exchange of views. It may be noted 
that the chairman has appeared in recent years before the Joint Economic Com- 
mittee to testify on the President’s Economic Report. Testimony on behalf of 
the Board before committees of Congress frequently has stressed monetary and 
credit developments and their relationship to policy. 

Congress has heretofore entrusted to the Federal Reserve System responsibili- 
ties for decisions in the area of monetary and credit policy. A separate mandate 
from the Congress to the Executive, as contained in this bill, to make recom- 
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mendations in this area and to report to the Congress differences between him 
and the Federal Reserve would—we believe—jeopardize the ability of the Sys- 
tem, as an agent of Congress, to perform its duties and responsibilities in an 
independent, objective, nonpartisan, and impartial manner. There can be no 
doubt that the Congress at any time can limit or withdraw the trusteeship it has 
granted to the Federal Reserve System to carry out constitutional responsibilities 
of Congress in the field of money and credit. However, any action that might 
reduce the independence of the Federal Reserve from the Executive should be 
considered with great care—in the context of hearings and studies devoted 
primarily to this subject. 

For these various reasons, the Board does not favor the enactment of S. 2382. 

Sincerely yours, 
(Signed) Wm. McC. MarrTin, JR. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF CIVIL AND DEFENSE MOBILIZATION, 
OFFICE OF THE DIRECTOR, 


Washington, D.C., August 7, 1959. 
Hon. A. WILLIS ROBERTSON, 


Chairman, Committee on Banking and Currency, 
U.S. Senate, Washington, D.C. 

Deak Mr. CHAIRMAN: This is in reply to your request for a report on S. 2382, 
86th Congress. 

We would endorse an amendment to the Employment Act of 1946, such as that 
recommended by the Council of Economie Advisers, which would include ‘a rea- 
sonably stable level of prices’ as a basic objective. We therefore prefer the 
provisions of H.R. 5658, 86th Congress, which incorporate the recommendations 
of the Council and which have the approval of the Bureau of the Budget. Since 
S. 2382 goes beyond the aforesaid objective, the Office of Civil and Defense 
Mobilization defers to the views of the Council whose duty it is to advise the 
President with respect to matters of Federal economic policy. 

The Bureau of the Budget has no objection to the submission of this report. 

Sincerely, 
(Signed) Lro A. HoreGH. 


Senator Dovetas. Unless there is objection, I would also like to 
insert in the record at this point excerpts of materials recently de- 
veloped by the Joint Economic Committee. 

First, from the Joint Economic Committee Report on Employment, 
Growth and Price Lev els, pursuant to Senate Concurrent Resolution 
13, 86th Congress, 1st session, chapter VI entitled, “Policies to Im- 
prove the Structure of the Economy,” the sections entitled “Volun- 
tary Restraint” and “Government Participation in Key Price-Wage 
Decisions” (pp. 53-54). 

Second, from the Joint Economic Committee Staff Report on Em- 
ployment, Growth, and Price Levels; Chapter V: Economic Policies 
for Growth and Price-Level Stability; Section D: Policies To Re- 
ae the Inflationary Effect of the Exercise of Market Power (pp. 

—30). 


ni excerpts referred to follow :) 


EXCERPTS FROM STAFF REPORT ON EMPLOYMENT, GROWTH, AND PRICE LEVELS, PRE- 
PARED FOR CONSIDERATION BY THE JOINT ECONOMIC COMMITTEE, CONGRESS OF THE 
UNITED STATES 

a * * - * * 

Voluntary restraint 


Another way to deal with the inflationary effects of market power is to try 
’ to make large industries and unions exercise their power with restraint. 

A specific proposal in this area is for the Government to bring together, in 
an annual labor-management conference, the leaders of both of these groups so 
that they could be given the general economic outlook and informed of the 
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relation of their actions to the national economic welfare. Such a conference 
could result in a useful exchange of views between business, labor, and Gov- 
ernment officials. Over the long run, it might have a good effect on prices 
and wages in important industries. Because of this, we recommend that such 
an annual conference be started. 

If voluntary restraint is to be effective, it must not only include restraint in 
raising prices or wages, but there should be price reductions when economic 
conditions are favorable. Experience suggests that high profit levels which 
develop during the upswing of the boom create pressures for substantial wage 
increases. If at this point in the cycle, lower unit costs were translated into 


lower prices, the inflationary pressures in both the product and labor markets 
would be reduced. 


Government participation in key price-wage decisions 


While we recognize the difficulties and dangers of, and share the snemnetitiias 
against, Government participation in the price-wage setting process, there is a 
need, at least on a standby basis, for a factfinding procedure in key price, and 
associated wage, increases which seriously threaten economic stability, to be 
invoked at the discretion of the President, and to result in the issuance of a 
report and recommendations regarding the justification and desirability of such 
proposed increases. 

The problem of national emergency disputes between labor and management 
also needs further attention in the future. Whatever emergency legislation is 
adopted, it must be clearly specified that stability of the price level is one 
criterion to be applied. 


* * * * * * * 


D. POLICIES TO REDUCE THE INFLATIONARY EFFECT OF THE EXERCISE OF MARKET 
POWER 


(1) In the long run, the most effective policy to reduce this source of inflation 
is vigorous antitrust action. By making the economy more competitive—by 
eliminating restrictive practices, by breaking up monopolistic concentrations of 
market power, by preventing mergers, etc.—the inflationary bias of the economy 
is reduced. The exercise of market power having inflationary implications should 
be considered as a basis for antitrust prosecution. 

However, even the most vigorous antitrust policy will not eliminate the preva- 
lance of very big business and unions. Therefore, this policy alone will not elimi- 
nate the problem. 

(2) One of the most effective checks on the exercise of market power in recent 
years has been the rise of imports. For example, in the automobile industry, in 
electrical equipment, and now in steel, the prices of foreign products are com- 
petitive with our own and make it much less attractive for domestic companies 
to raise their prices. If tariffs are not raised, and even lowered in exchange for 
tariff concessions from other countries, the inflationary potential originating in 
market power will be substantially reduced. 

Taking for granted the continuance of concentrations of economic power, a 
series of steps of ascending severity is indicated, which seeks to inject a public 
viewpoint into key price and wage decisions. These proposals are advanced to 
indicate how this particular inflation problem can be dealt with. The injection 
of the Government into these decisions can have serious side effects, however, 
and we do not propose that this be a road traveled with enthusiasm. 

(a) An annual labor-management conference.—This proposal, if put into 

effect, would bring together leaders of business and labor so that they could be 
apprised of the statistical evidence on the recent and expected behavior of such 
factors as productivity, prices, profits, wages, and so forth. Such a conference, at 
which these private wielders of economic power would be given the benefit of 
the thinking of responsible officials in Government, would also provide an op- 
portunity for a useful interchange of views. It would be the hope that at such a 
conference the public viewpoint would be thoroughly considered. 

(b) Direct intervention in key price and wage decisions.—The imposition of 
price and wage controls would clearly be undesirable in peacetime, and would 
be wholly unjustified by the small increases in the price level which have oc- 
curred. The choice, however, is not between an elaborate system of wartime 
controls and a complete hands-off policy. If antitrust measures are inadequate 
to reduce substantially inflationary price increases resulting from the exercise 
of market power, more direct measures may be the only effective means of 
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limiting its adverse impact on the economy as a whole. There is a spectrum 
of moderate measures which appear to be feasible. The extent to which these 
measures are invoked by legislative action in the future should depend upon 
whether the industries with market power limit the exercise of that power in 
the interest of the entire economy. 

The mildest approach would be to set up a study group to advise the Presi- 
dent on key price and wage changes that threaten economic stability. Such a 
study group could recommend hearings when it felt them to be desirable. A 
somewhat more drastic step would require certain clearly defined key industries 
to notify the Government when they raised their prices. An agency set up to 
deal with this problem could then decide whether or not to hold hearings. A 
further and much more drastic step would give such an agency the power to 
suspend price increases for a brief period. In addition, should any new ma- 
chinery be set up for the handling of emergency disputes, stability of the price 
level could be specified as one of the criteria to be supplied. 

In considering legislation for dealing with an inflation originating in market 
power, the nature of that process must be kept clearly in mind. It will be 
futile and unfair to invoke price level stability as a principle when wages are 
considered while ignoring it when prices are set. If, in new wage negotiations, 
appeal is to be made through hearings to the weight of public opinion, then the 
public point of view must be applied equally where key prices are concerned. 
Especially during the period of rapidly rising profits in the early stages of the 
business cycle is this important. With profits typically rising first in recovery, 
the subsequent call for wage restraint is likely to fall on deaf ears. If the 
inflationary spiral is to be broken by voluntary restraint, business must cut 
prices either in the recession or in the early stages of recovery when rising 
production makes unit costs fall. Conversely, there is little point to exhorting 
for price restraint without considering wages. 

Senator Dovetas. I am going to ask Senator Clark, who is the chief 
sponsor of S. 2382, to open the hearing with a statement. 


STATEMENT OF JOSEPH S. CLARK, A U.S. SENATOR FROM THE 
' §TATE OF PENNSYLVANIA 


Senator CLtark. Thank you, Mr. Chairman. 

Senator Busu. Mr. Chairman, would you yield just a second ? 

Senator Ciark. Yes, indeed. 

Senator Busn. Apropos of what the chairman said. I did not quite 
get. what the insertion was from the Joint Economic Committee. 
May I look at it? 

Senator Dovueuas. Surely. 

Senator Busu. I am not going to object, but I wonder 

Senator Dovatas. Very glad to have the Senator from Connecticut 
suggest any other insertions which he may wish to make. 

Senator Busn. Thank you. 

Senator Ciark. Mr. Chairman, one of the two bills, S. 2382, present- 
ly before the subcommittee has been sponsored jointly by Representa- 
tive Henry Reuss, of Wisconsin, and myself. The Congressman is here 
and will speak for himself. 

I should like to make this brief statement in support of my own bill. 

Inflation is like the weather. Everybody talks about it, but nobody 
does anything about it. 

This bill is an experimental step which would, if enacted, enable us 
to make a beginning in dealing with the kind of inflation which almost 
everybody acknowledges exists. Some call it administered price in- 
flation. Others call it wage-price spiral. 

The bill would authorize the President, thr ough any agency which 
he might designate, to hold hearings on any price increases which 
appeared to threaten the stability of the economy. 
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If the companies involved blamed the price increases upon wage in- 
creases, then the hearings would also review the wage increases. 

The hearings could be held either before or after the price increases 
took place. 

Following the hearings, the President could issue an advisory state- 
ment to the public and to the parties involved. 

I know that this bill has been opposed by some as administratively 
difficult and as invading the area of free collective bargaining, and I 
agree there are problems involved. That is the reason this bill has 
been drafted in such a way as to give the President the maximum 
latitude to designate the agency involved, to select the cases, to design 
the hearings, and to determine the nature of the advisory report to be 
issued. 

The burden of proposing a better solution is upon those who oppose 
the provisions of this bill. It is not good enough to be against infla- 
tion and then to be against any approach, no matter how tentative 
and experimental to deal with the power of certain concentrated in- 
dustries to raise prices as they may choose to do so. 

I would think if anything is clear from recent economic history it 
is that fiscal policy and monetary policy do not deal effectively with 
this kind of inflation. We all know of industries that have raised 
prices over and over again, in times of budget deficit and in times of 
budget surplus, in times of tight money and in times of easy money. 
We can balance the budget with a surplus, and we can raise interest 
rates until the economy is stifled, but administered price inflation can 
still go on. 

There appears to be no way to deal with this type of inflation except 
directly through bringing public opinion to bear upon price decisions 
either before or after the fact. 

The stakes in controlling inflation are too high to permit the strong 
and powerful industries involved to say that all this is none of the 
public’s business. The public is entitled to know whether admin- 
istered price increases which threaten the stability of the economy 
are justified or not. 

Mr. Chairman, it seems to me that this legislation is a good test 
by which we can determine whether the Congress can legislate in 
the national interest against the opposition of very powerful vested 
interests in management and in capital and in labor and, I regret to 
say, at the moment in the executive arm of the Government itself. 

In this connection, I would like to call attention to the report of 
the Department, of Commerce on S. 2382 which has already been 
made a part of this record, and in order that we may perhaps narrow 
some of the issues which confront us I would like to quote a paragraph 
of this report, signed by Mr. Philip A. Ray, Under Secretary of 
Commerce: 

Turning now to the provisions of S. 2382 which would require public hearings 
in the event of certain wage and price increases, the Department’s view is that 
they would be directly contrary to our traditional free enterprise system operat- 
ing on a supply-demand basis. To introduce, as is inevitable under the bill, 
Government influence in the determination of price and wage increases would 
result in strong pressures preventing the free exercise of business: judgment 
by those involved. The mechanism of public hearings as proposed in the bill 
would promote more instead of less Government control and could result in 
price and wage controls by indirect means—the medium of publicity. 


For these reasons the Department of Commerce recommends against enact- 
ment of S. 2382. 
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I think this statement by the Department, with which I am in dis- 
agreement, very clearly states the issue which confronts us in con- 
side ring this legislation. 

It is inevit: able, as the Department says, that Government influence 
in determining price and wage increases will result in strong pressures 
preventing free exercise of business judgment. And in my opinion 
they should. 

The mechanism of public hearings will bring to bear the medium of 
publicity in promoting wage and price controls by indirect means. 
And in my judgment they ~ should. 

I think these are the issues which will confront the committee as we 
consider the testimony. 

Finally, Mr. Chairman, I would like to pont out for the record the 
fact that I am cosponsor of Senator Bush’s bill, S. 64, that I believe the 
Employment Act of 1946 is not now as specific as it should be in defin- 
ing a reasonably stable level of prices as one of the objectives of the 
Government in its acttons influencing the economy, and, therefore, I 
support that bill, despite the fact that it has been represented as an 
unduly conservative measure which will inhibit economic growth and 
full employment. 

I do not think it will. I think it is important that we should state 
specifically so in the act. 

Thank you, Mr. Chairman, for your courtesy. 

Senator Doveias. Senator Bush, did you wish to make a statement? 

Senator Busu. No, sir, I have no statement at this time. 

1 am, of course, delighted to hear the comments of the Senator from 
Pennsylvania as to his views on S. 64. 

I do not think it is especially a conservative bill, but it is, I think, a 
very useful amendment to the Employment <Act. 

[ am delighted, of course, that the Senator joined me this last year in 
proposing this measure. 

Senator Doveras. The next witness this morning will be Congress- 
man Henry S. Reuss, of Wisconsin, who is the chief sponsor of an 
identical House bill. 

Congressman Reuss, we are very happy indeed to have you with us. 
We appreciate your courtesy in preparing this statement. 


STATEMENT OF HENRY S. REUSS, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF WISCONSIN 


Mr. Reuss. Good morning, Mr. Chairman and members of the 
committee. 

I appreciate the opportunity to testify in support of S. 2382, which 
is a bill identical to H.R. 6263 introduced by me in the House last year 
and which was favorably reported last June by the House Committee 
on Government Operations. 

Senator Crark. Congressman Reuss, does that bill now repose in 
the Rules Committee ? 

Mr. Revss.. Yes. Under the orderly procedures which we follow 
in the House, that bill has been resting in the Rules Committee since 
June 12, 1959, and I hope that the period of gestation is almost over 
and that it will be reported to the floor. 
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I have distributed rather lengthy copies of an analysis of the bill, 
and if it is agreeable, Mr. Chairman, I should like to proceed rather 
briefly and summarize what that paper has in it. 

Senator Dovenas. All right. 

Mr. Reuss. I will call the committee’s attention to the compre- 
hensive hearings which were held in the House on this matter last 
March and April and also to the House Government Operations 
Committee Report No. 539 of last June 12, which sums up the views 
of the relevant House committee on this legislation. 

Now, what does S. 2382 do? 

It would add two additional sections to the Employment Act of 
1946. 

The first new section, section 6, does four separate and distinct 
things to provide for the more effective administration of the Em- 
ployment Act of 1946. 

The first change has to do with the matter of goals. This bill 
would add the goal of reasonable price stability, which is the central 
point of Senator Bush’s 8. 64. 

S. 2382 does this in a way which indicates that the goal of reason- 
able price stability has always been a statutory goal under the Em- 
ployment Act, which I believe it to have been. 

You will shortly hear from another witness, Dr. Nourse, who was 
the first Chairman of the Council of Economic Advisers. I have 
heard Dr. Nourse say on numerous occasions that he always in- 

terpreted the Employment Act as including the goal of reasonable 
price stability. 

However, nothing could be more desirable than to make it doubly 
sure that this is one of the three coordinate objectives of national 
policy. 

While we are at the job of clarification, this section of S. 2382 
also makes clear that the statutory goal of maximum production 
includes the notion of sustained growth. 

Lest anyone think that all the Congress is interested in is higher 
tail fins and longer filter-tip cigarettes, let it be very clearly set forth 
that maximum production includes a good mix of consumer’s goods 
and capital goods alike. 

By capital goods are included all those things which make for 
growth—new factories, new machine tools, new research processes, 
and particularly new educational facilities at a level from the kinder- 
garten through the graduate school. 

Senator Crark. In other words, you are thinking in terms of accre- 
tions to the public as well as to the private sector of the economy? 

Mr. Reuss. Absolutely. I think we should not be doctrinaire 
about this. Just as it cannot all be done by the public sector, so, of 
course, it cannot all be done by the private. 

Growth lies in the proper employment of resources by both the 
public and private sectors. 

The second amendment which would be wrought by the first section 
of S. 2382 requires the President, when he comes up in his annual 
economic report to the Congress, to state in quantit ative terms what 
levels of employment, production, and purchasing power he actually 
considers to be maximum. 
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This again seems to many of us to have been the original intent of 
Congress, and, indeed, it was followed for some years after the Em- 
ployment Act of 1946 was enacted. More recently, however, it has 
not been, and this section would simply adjure the President to say 
what he means by maximum employment. 

Does this mean 70 million Americans employed? Or, 95, 96, or 97 
percent of the labor force employed? Just what is the goal ¢ 

On national production, should GNP be $525 billion? Or should 
we shoot for an annual growth rate of 2 percent or 3 percent, or 4 
percent, or whatever ? 

Or, in terms of price stability, should it be absolutely stable? Is 
a one-half of 1 percent rise in the cost of living index acceptable ? 
What should be our goals? 

To state a goal, of course, is not to achieve a reality, but unless you 
know where you would like to go, where the total economy, public 
and private, should be pointed at, it seems to me that you diminish 
your chances of getting to where you ought to go. 

The third suggestion of this first section of S. 2382 is a reminder to 
the President that he has the authority—and Congress would hope 
that he would use it when the occasion presented itself—not just to 
be heard from in the economic sphere once a year in January, when 
he presents his annual economic report, but to submit supplementary 
reports again throughout the year if the economic situation is so 
changed that it is in order todo so. 

For example, just to take a recent year, in 1958 the administration 
turned around in midyear from a policy of fighting recession to a 
policy of fighting mflation. 

Now, I am not suggesting for one moment here that they were 
wrong in so doing. 1 am assuming that under the division of func- 
tions set up by the Employment Act of 1946 it would have been most 
helpful to the Congress had the President, when the battle line 
shifted, come up with a supplementary report to the Congress ex- 
plaining this, and exactly why he was doing what he was doing. 

No doubt, he would have received support for his efforts had he 
done that. 

Again, before 1953 it was customary to bring out a supplementary 
report later on in the year where occasions warranted, and this admo- 
nition of the proposed amendment would simply recall the President’s 
attention to the useful permission he has in the 1946 act to get this 
done. 

The fourth and last recommendation of the first section which 
would be added by S. 2382 is the admonition to the President to in- 
clude in his economic report a bird’s-eye view of the entire economic 
picture. 

Unfortunately, in recent years the President has left out of his 
economic report recommendations on a very vital field of economic 
activity—monetary and credit policy. Well, this is like sending us 
a Bible less Matthew, Mark, and Luke. It is fine to know about tax 
policy, budget policy, and expenditure policy, but unless we are given 
the big picture, which includes monetary and credit policies, we. 


the Congress, cannot formulate an adequate legislative answer to the 
needs of the times. 
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I know that there is objection to this provision both from the Fed- 
eral Reserve and from the administration. The objection seems to 
boil down to this: That requiring the President to make the kind of 
gentle admonition we are talking about would somehow impair the 
independence of the Federal Reserve Board. 

With all due respect, I think this objection is really a ridiculous 
one. 

As it is now, the President in his annual report tells not only Con- 
gress but State governments, local governments, private business 
organizations, and labor how they shall walk, and wherein they can 
conduct themselves in order to contribute best to the national eco- 
nomic good. I do not see why the Federal] Reserve, an organization 
which I dearly love, should be so sacrosanct as to escape even a friendly 
word from the President. 

I should emphasize again that this bill in no way says that the 
Federal Reserve Board has to do what the President thinks it ought 
to do. 

If the President, for example, says, just to take an example out of 
the blue, “You, the Federal Reserve Board, should increase the money 
supply at a faster or slower rate than you are doing”—and I would 
hope he would not say that, but if he did—the Federal Reserve Board 
would be perfectly justified under this bill in saying, “No, we believe 
that we must assert our independence there, and, Mr. President, we 
are not going to follow your advice on that.” 

The President could then forward that statement from the Federal 
Reserve to the Congress so that the Congress would have the position 
of the executive branch and also of the admittedly quasi-independent 
Federal Reserve Board, but at least we would know who stood where 
and we would not be in this “shell game” proposition where when you 
lift the walnut and look for the pea you do not find it there because 
the administration says, “Oh, this is for the Federal Reserve,” and 
the Federal Reserve frequently suggests that, “Oh, this is really ad- 
ministration policy.” 

In order to have a congruent, responsible national economic policy. 
we need to center in the Presidency the duty of recommending not 
just to the Congress, not just to State and local governments, not 
just to business and labor, but to the Federal Reserve Board exactly 
what kind of monetary and credit policies should be followed. 

There is no suggestion in this bill that the executive branch should 
follow the Federal Reserve around on each aspect of open-market 
policy, on every switch in the rediscount rate, or anything of the 
sort. It is rather, concerned with the commanding heights of mone- 
tary policy: 

What shall be the general trend of monetary policy? 

What shall be done about consumer credit ? 

For example, what should be done about the very excellent bill of 
the gentleman from Connecticut, Senator Bush, which would set up 
standby controls on consumer credit ? 

I would like to see this not be a penumbra, a gray area, in which 
nobody has proper authority, but an area in which the administration 
has to formally say, “We are for this, or against it, and we recom- 
mend that the Federal Reserve do thus and so with it.” 

So much, then, for the first proposed new section of S, 2382. 
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Let us now look at the second new section, which would require 
the President in situations of a proposed or actual price increase and 
an associated wage increase to hold public hearings when those in- 
creases appear to threaten the national economic stability, and issue 
factual summaries on these public hearings and, if the President thinks 
it advisable, to issue advisory statements. 

As Senator Clark has said, there is a new kind of inflation under 
the sun that has been observed by a wide range of economic experts 

recently. In addition to the old tried-and-true classic “too many 
dollars chasing too few goods” kind of inflation, which is not in my 
opinion the kind we have been havi ing recently, there is the kind which 
exists owing to the great market. power of concentrated pace-setting 
industries—and in the usual case the labor union involved in that in- 
dustry—to administer prices, often in conjunction with wages, in a 
manner which gets that particular price structure out of whack with 
the general price structure of the economy. 

This is the kernel of the problem in steel ‘and automobiles and petro- 
leum and in some chemicals and in rubber, and in a number of other 
concentrated pace-setting industries. 

Senator Busn. What is your definition of “administered prices” ? 
Would you state that just so that we know what you are talking 
about ? 

Mr. Revss. Yes. I would state it, in the economics of Tom, Dick. 
and Harry, as meaning a price which somehow or other gets pushed 
around, usually up, other than through Adam Smith’s classic law of 
supply and demand. 

Senator Busn. In othér words, there is an element of agreement ? 

Mr. Reuss. Not necessarily or usually a Gary dinner, and certainly 
not an antitrust law-violating collusive conspiracy, but just a way of 
life which, without ever communicating this matter between the in- 
dustry on pieces of paper, causes these pace-setting companies to raise 
their prices more or less uniformly. 

Senator Busu. Would crude oil be an example? For instance, 
where a major company posts its price and the rest of them seem to 
fall in line? Is that considered administered prices in your vocabu- 
lary ? 

Mr. Reuss. Well, I am certainly not an expert on crude oil pricing. 
But my answer is “Yes.” 

Senator Busn. That gets into fuzziness. 

Mr. Revss. Yes. 

Senator Busn. I really am only trying to get a definition, because 
we hear so much about administered prices. 

Mr. Reuss. Yes. 

Senator Busu. For my own clarification I want to know what we 
are talking about, because we are going to hear a lot about it in this 
hearing, I believe. 

I request the indulgence of the chairman. 

Mr. Reuss. Steel and automobiles are the cases which have been 
most thoroughly examined into by various committees of both bodies 
of Congress in recent years. But I think crude oil is one of them. 

Senator Crark. Will the Senator yield? 

Senator Busu. Yes, I will. 
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Senator CLark. My own view is in accord with that of the Senator 
from Connecticut that the oil industry is an excellent example of an 
administered-price industry. 

The difference between the oil industry and steel or automobiles, as 
I understand it, is that the labor factor is a relatively minor factor 
in determining price. 

Senator Doveias. Congressman Reuss, would you permit me to ask 
a question about terminology ? 

Mr. Reuss. Yes. 

Senator Doveias. Would you say that the term “conscious paral- 
lelism” is appropriate under these circumstances ? 

Mr. Reuss. Yes, I think that is a —— 

Senator Busu. A “Douglasism.” 

Mr. Reuss. A beautiful Douglasism which I will add to my 
collection. 

Senator Crark. If the Senator from Connecticut will yield further, 
I would like to point out that in section 2 of S. 2382 the phrase “‘ad- 
ministered prices” is not used. 

Senator Busu. Yes. 

Senator Ciark. I agree it is helpful to have it defined, but it is not 
in the proposed bill. 

Senator Busu. I apologize, Mr. Chairman. I was really asking 
for my own information. I have heard the term used so much. But I 
think it is necessary we should all know what we are talking about; 
because the expression is going to be used often in this hearing. 

Senator Douatas. I appreciate the comment of the Senator from 
Connecticut. 

Senator Busu. I thank you. 

Senator Capenart. Mr. Chairman, might I make a comment? 

Senator Doucuas. Yes, indeed. 

Senator CapeHart. Speaking as one who has had a lot of experience 
in buying a lot of things and selling a lot of things. 

Here is the practical aspect of certain items that are produced and 
sold in the United States, oil being one, steel being another one to a 
degree: Namely, that one who buys crude oil or buys steel does so on 
the basis that steel is steel and oil is oil and pigs are pigs. And he buys 
it invariably from whoever offers the lowest price. 

Therefore, if one is selling many, many items, particularly raw 
materials, one has to meet the competitor’s price or he does not get 
any business. 

For example, if I were buying steel today at a plant and a quotation 
came in from another plant at a dollar a ton less for the same, identical 
kind of steel, I would buy the steel that was a dollar less that day. 

The man I had been buying from would have to reduce his price a 
dollar or I would not buy it. 

Whether that is a good thing for the United States or a bad one, 
that is the practice under a private-enterprise system and has been the 
practice, I guess, from the beginning of the private-enterprise system. 

How we are going to avoid it Ido not know. Ido not know that we 
should avoid it. 

I do know that is the practical aspect of the situation. That. is 
the way it works. 
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Mr. Reuss. Of course, what my steel users in Wisconsin say—and I 
talked to many of them, large and small, from huge steel-using com- 
panies to little machine shops employing a dozen men—is that in 
recent years the price of steel by all the producers has gone up and they 
do not have this happy option which I am sure did exist in the days 
when the Senator was out in the purchasing office. 

Senator CareHart. We have two or three buying stations near me 
that buy hogs. On my farm we sell hogs practically every week. 
The first thing we do when we are ready to load hogs of a morning is 
to call and see who has the best price. We call them all, and it is the 
one who has the best price we deliver them to. 

Senator Ciark. Will the Senator yield? 

Senator Caprenart. Yes. 

Senator Ciark. I think the Senator has put his finger on the issue 
which confronts the committee in this bill. 

Those of us who support it take the position that there is no com- 
petition in steel prices, that there is competition in hogs, that there is 
hardly any competition at all in oil, and that where you have a situa- 
tion where there is no price competition you have to look out for infla- 
tionary increases in prices. 

There are those who do not agree with this theory, but this is the 
whole concept which we are dealing with in this bill. I am very glad 
my friend from Indiana has put his finger on it. 

Senator Doveras. In other words, that there is a difference between 
pigs and pig iron? 

Senator Crark. Right. 

Senator Busr. Between what? 

Senator Ciark. Pigs and pig iron. 


Mr. Reuss. As far as I know, it’s a gastronomic impossibility for 
all the producers of pigs in this country to get together at a dinner, 
but it is possible for the major steel producers to keep in very close 
touch, in a state of togetherness, and this has certainly been true of 
the price history of steel since 1946. 

Senator Caprnart. You say it’s impossible for pig producers to 
get together. It would also be impossible for steel producers to get 
together; would it not? What is the difference between steel as a 
commodity and hogs as a commodity? 

Mr. Reuss. There are 12 major producers of steel, and there are 
some millions of pig producers. It seems to me that is the big 
difference. 

Senator Caprnart. As a practical matter, if you are dealing in 
commodities where in the minds of the purchasers one is as good as 
the other—and there are thousands of such items in the world—then 
you buy from a price standpoint and a service standpoint likewise, 
and a delivery standpoint if delivery is a problem, and you buy from 
the lowest bidder. 


How to avoid it I again say I do not know. I am not saying that 
one should try to avoid it. 


But we have to meet price competition. Otherwise we go out of 
business. 
‘There certainly ought to be a law against a dozen men getting to- 
gether and agreeing to set prices, On the other hand, if one man 
does, in the steel business or oil business or hog business or cattle 
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business, reduce his prices, the others are almost going to have to 
follow suit; otherwise they will not get any business. 

Unless someone does reduce prices now and then, of course, the 
public does not get the benefit of any reduced prices. 

By virtue of the same thing, if they raise prices, it likewise increases 
the cost to the public. 

Mr. Reuss. That is surely true. 

Senator Caprnart. It is not an easy problem I assure you, as one 
who has had some experience in it. It is a tough problem to handle. 

Senator Busu. Mr. Chairman, may I ask just one more question? 

Senator Dova.as. Surely. Of course. 

Senator Busu. Going back to Mr. Reuss’ statement about steel-and 
automobiles. 

Mr. Reuss. Yes. 

Senator Busu. Do you consider really that the automobile industry 
has administered prices? I am thinking of the comment of the Sena- 
tor from Pennsylvania about the difference between commodities like 
hogs and the manufactured products. It seems to me that the auto- 
mobile industry is in the middle of very intense competition and that 
it is a little difficult to use the “administered price” tag on it. 

I would like you to comment on that. It seems to me that this is an 
industry that is having a dickens of a time, and in the last 7 or 8 
years has off and on had it. There have been periods of great demand 
where they ran up to seven and a half million cars. Then they bor- 
rowed from the year that came after, and this caused a recession in 
business, and so on. 

Let me hear you on that, if you will? 

Mr. Reuss. Yes, I shall. And before replying directly I should 
like to return to the point that Senator Clark made on this just a mo- 
ment ago. 

Senator Busn. Yes. 

Mr. Reuss. The bill before your committee does not use the term 
“administered prices,” and what this bill really talks about is price 
increases which appear to threaten the national economic stability, so 
that the concept of administered prices is not involved. 

However, I used the term, and the question is entirely in order, and 
I will now try to answer it. 

Senator Busn. Yes. 

Mr. Reuss. In automobiles, I suggest to the Senator—and again I 
am not an expert in this—that the competition has occurred not pri- 
marily in terms of price. It has been in advertising, in body styling. 

Look at the fact that the majors for years, with what looks like con- 
scious parallelism, shied away from the compact car. Then when 
Rambler—and thank God for Rambler—showed the way, then finally 
they, with equal symmetry, entered the field. 

This suggests that Adam Smith’s law of the prices of pigs, and the 
general competition in the selling of pigs, is not operating fully here. 

However, I would not want to rest my case, so to speak, on my ability 
to prove that prices in the automobile industry are administered. 
This is sometimes a very Pickwickian concept. 

I think what is important is that prices in certain fields, and at. cer- 
tain times and places this may have been true of automobiles, by in- 
creasing more than other strategic prices in the economy actually do 
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threaten the national economic stability. If they do not, then this bill 
would be in no way operative. 

I think that may be a more useful approach than to attempt too 
much to define and refine the concept of administered prices which is 
not actually used in the bill. 

Senator Busn. Thank you. 

Senator Crark. I wonder, Congressman, if we do not have to say 
also that in the automobile industry collective bargaining for wage 
rates on an industrywide basis puts a factor into the equation which is 
not true in some other industries. Those who speak of the wage-price 
spiral will always turn to automobiles as an example of their concept, 
which i do not necessarily share, that the wage level pushes the prices 
up and that this is not in the national interest. 

Senator Busu. I would just observe on automobiles—and I do not 
want to pursue the subject too much farther—when we get a product 
which becomes fairly well standardized, such as an automobile of a 
given size and weight, we do have a labor factor, as the Senator has 
pointed out, which is pretty universal. We do have similar prices for 
the steel. We do have similar stamps and pressing machines that 
knock these parts out. And when we get all through, it is not surpris- 
ing that the prices of a car made by C hry sler or a car made by General 
Motors or Ford should be pretty close together, because all of the com- 
ponent parts that go to make up the price are priced about the same 
as to each one. They cannot get away from it. 

Senator CrarK. I think one of the concepts, if the Senator would 
yield, about this bill is that there is no intention or effort to assess 
blame or to try to create a criminal penalty or to say somebody has 
done something in violation of law. 

The effort is to see if we cannot hold prices down by establishing 
what caused them to rise and then bringing some public opinion to bear 
as to whether this is in the national interest or not. 

Senator Busu. I thank the chairman and my colleagues here, I 
have taken up too much time. 

Senator Doueias. Congressman Reuss. 

Mr. Reuss. I will goon, and I can be more brief because the colloquy 
we have just had covers some of the ground I was prepared to cover. 

To go back to Senator Capehart’s point on steel, let us just suppose 
that the bill we are considering had been enacted into law a year or two 
ago. Let’s crank back the clock just a year to late February 1959, when 
everybody smelled in the air trouble in steel. There had been some 
score of price increases since World War II, and numerous wage 
increases. 

Again I am not trying to find criminals or assess blame. These are 
the facts. There were brewing wage negotiations. It was rumored 
they would sooner or later result in pressure on prices. 

Suppose this had been the law, and suppose at that time in March 
1959, a year ago, let us say, the President had pursuant to this act 
appointed a factfinding board of three outstanding private citizens 
whose dedication to the public welfare and whose integrity was well 
known. 

.And suppose they had, pursuant to the act, held hearings and 
amassed the facts as to wages, prices, profits, ‘and productivity in 
steel] and in comparable industries. 
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And suppose they had analyzed and ordered and made public those 
findings. ears further they had even suggested the limits, shall 
we say, of a noninflationary wage increase. 

Or perhaps what they could have done—and I personally think it 
would have been an excellent thing for the economy had it been done 
and had it been follow ed—suppose they, examining into the whole 
historic past, had come up with a recommendation that there should 
be a relatively modest wage increase and a price decrease. 

Had these facts been tabled before the bar of public opinion, had 
the commentators, the radio and television people, the public men, 
the Senators and the Congressmen, been able to go to work on these 
facts in an industry like steel, where both management and labor 
are very conscious of public opinion—and they should get credit for 
being conscious of public opinion—it seems to me quite possible that 
public opinion could have played its part and that, hopefully, we 
might have been spared the billions of dollars of lost production and 
lost national revenues that ensued from the strike, and that a non- 
inflationary settlement might have been brought about by the volun- 
tary action of both parties, but with an invisible third man at the 
bargaining table, that third man being, of course, the U.S. public, 
the U.S. consumer. 

That is the purpose of this bill. 

I am not going to say that this would have happened, but it could 
have happened. 

Senator Carenart. Such a situation as you just describe would 
have been most desirable and might well have been most helpful. 

Mr. Reuss. Without that situation, the parties and the public were 
like ignorant armies clashing by night. “Nobody knew from noth- 
ing” about the facts and figures regarding wages, prices, profits, and 
productivity. 

Indeed, when ultimately the strike was called and had gone on for 
many months, and then the President did appoint the narrowly cir- 
cumscribed board prescribed by the Taft-Hartley Act, Dr. George 
Taylor, its chairman, stated last October 14, and here I am going 
to quote: 

Our mediation efforts are impeded by our difficulty in nailing down what the 
issues are. I think it’s very distressing at this stage that we are still having 
trouble defining issues. 

How much better would it have been to sort out the facts, and to 
have defined the issues way back in March. 

It was heartening last June that it seemed for one wonderful press 
conference, as if President Eisenhower were leaning toward the solu- 
tion proposed by this bill. In my prepared statement I set out the 
transcript of that press conference in which Raymond Brandt of the 
St. Louis Post-Dispatch said : 


Mr. President, both the steel management and the steel unions are issuing 
self-serving statistics which are in great conflict. Is there any way that Gov- 
ernment can bring out impartial figures on profits and wages and productivity so 
the people can understand the issue and make their own decisions? 


A very perceptive question. 
And the President answered: 
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Well, I think you have asked about the most intelligent question on this 
particular question, particular matter; and I haven't thought about it in this 
particular way, to put these statistics together, you might say in columns right 
down the line and seeing what the judgment is. I'll take your suggestion, and 
I’ll have it studied. I say this is a matter that affects the public, and I do 
have a public duty to do what I can, as long as I don’t get into the business of the 
bargaining itself. 

Well, there was an inspiring answer as far as I was concerned. 

But then my hopes, which had risen so high, were crushed to earth 
again at the next press conference when he said he had rejected the 
idea because, he said, “all the facts are pretty well known.” 

This was last July 15. 

I think the President's first instinct was right. I think he without 
knowing it was endorsing the proposal of Senator Clark here. 

The President was not alone in the administration. In a speech, a 
very notable speech, at Pittsburgh last October 17, Secretary of Labor 
Mitchell in effect came out for this proposal when he said that there 
ought to be public factfinding panels at any time in the course of 
one of these price-wage disputes, even before a strike began, to create 
a record of issues that the public can readily understand. 

That is precisely what this measure tries to do. 

There is no compulsion, no sanctions, no compulsory powers. But 
it would bring to bear the light of public opinion upon it. 

It is interesting to note that the Joint Economic Committee, after 
its yearlong study of how we can in this country have maximum 
production, employment, and price stability at the same time, con- 
cluded that there is a need, at least on a standby basis, for a fact- 
finding procedure in key price, and associated wage, increases which 
seriously threaten economic stability, to be invoked at the discretion 
of the President, and to result in the issuance of a report and recom- 
mendations regarding the justification and desirability of such pro- 
posed increases. 

In other words, exactly the proposal of the second section of S. 
2382. 

I am glad that a member of this committee on the minority, who 
is also a member of the Joint Economic Committee, Senator Javits, 
in his separate opinion, also endorsed the principle we are talking 
about. 

I refer to that in my written statement. 

Senator Cargnart. Mr. Chairman, would the witness yield for 
just a moment ? 

Would it perhaps be wise to add to the bills a provision for a study 
of this question ? 

I should state the question another way: Namely, I was always 
taught that big production would result in lower prices. Today we 
have the largest, the biggest, production in the history of the Nation, 
and the highest prices; with the exception of farm products. 

What has happened to our economy and the philosophy that I was 
taught—that big production would bring down prices? 

It has not done it. 

I remember I introduced a few years ago a standby price, wage, 
and rent control bill so that in case of emergency we might avoid what 
might be a runaway inflation sometime. Primarily should we get 
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into a war. Of course, I was defeated in it and called a Socialist for 
introducing it. 

But I am wondering what has happened. 

I was told at that time by everybody who appeared as witnesses 
against the bill that if we just = private industry and labor an 
opportunity to have a free hand that production would be so big that 
prices would automatically reduce themselves. 

That has not happened. We have the biggest production, the 
highest prices, the highest wages on everything in the United States 
except farm products. 

Should we make a study of that philosophy or that fact? Should 
a study be made a part of this legislation ? 

Mr. Reuss. The Senator’s suggestion is, it seems to me, a suggestion 
that simply cannot be argued against. 

Happily, the Congress just a year ago in January saw this point, 
and authorized the expenditure of $200,000 for the yearlong study 
of the Joint Economic Committee which was just completed last 
month. 

The central problem which that yearlong study addressed itself to 
was just what the Senator has said: How do you explain the irony of 
massive production without the full benefits of that being made 
available to the consumer? 

It was the conclusion of that report that this stickiness of prices, 
this ratchet effect whereby prices seemed to go up all the time but 
never go down, was the leading cause of that, and that you could 
not explain it on the classic Adam Smith supply and demand prin- 
ciples. 

After having studied the matter for a year, the Joint Economic 
Committee by a unanimous report of its majority and with some help 
from the minority, as I have indicated, came to the conclusion that 
this precise device of publicity is what is needed to begin to come to 
grips with this problem. 

This is not offered as the be all and end all. It is offered as a sincere 
attempt to add to the job of public education. 

Taken with the four provisions of the first section of S. 2382 which 
go to making more meaningful the act as it was originally enacted, 
the total effect of S. 2382 will, I believe, help our free economy to 
compete effectively with, and to get far ahead of, the Soviet Union. 
And it will do this not only by reaffirming our dedication to fight 
inflation but by doing something about it, not only by reiterating 
our economic goals of maximum employment and production and 
stability but by establishing realistic targets and producing an all- 
inclusive economic policy that will show us how to hit those targets. 

Senator CLiark. Senator Capehart? 

Senator CaprHart. No questions. 

Senator Cuark. Senator Proxmire? 

Senator Proxmire. No questions. 

Senator Ciark. Senator Bush? 

Senator Busy. Mr. Chairman, I congratulate my good friend. I 
might say in passing it has been a pleasure to serve on the Joint Eco- 
nomic Committee with him. While our opinions often clash, I have 
always found him a very able, orderly, and considerate proponent 
of his point of view. I am delighted to welcome him before this 
committee this morning. 
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Going back to the bill itself, where you require the President to in- 
clude in each year’s economic report, in quantitative terms, the levels 
of employment, p sroduction, and purchasing power whic h he deems 
maximum, and current and foreseeable trends, does that mean you 

want him to state objectives that he thinks are the maximum objec- 
tin es we should attain in the way of employment, production, and pur- 
chasing power, or just what does that mean ¢ 

Mr. Reuss. Yes, sir. It means exactly that. 

For example, let’s take a hypothetical future year—which is what 
we are doing. I would like the President to say that our goal should 


be 





Senator CLark. Our immediate goal for the pending year? 

Mr. Revss. That our immediate goal for the pending year should 
be not more than 3 or 3.5 percent unemploy ed, and perhaps he would 
want to give that figure in terms of employed. That it should be a 
gross national product of $600 billion, and this should be attained 
with an increase in the Consumer Price Index of not more than one- 
half of 1 percent. I am just picking these out of the blue, but if I 
were writing it, those are - kind of goals I would like to have. 

Then he would go on to say: “Now, these are some of the problems 
we are up against. We start ies year, for example, nowhere near that 
goal in employment. I regret to say that we have 514 million unem- 
ployed. And because the realities of job finding are as they are, prob- 
ably we won't be able to attain this goal unless certain other ‘things 
happen.” 

Senator Busy. What other things? That looks to me like the 
$64,000 question. ; 

Mr. Reuss. Well, unless Congress will enact a bill which I am going 
to send up to the Congress next week which, let us say, sets up a re- 
training program for workers from distressed areas, and sets up also 
grants to transport them to areas where there is fuller employment. 

I am not saying this is or would be asolution. But let the President 
then gear in to his statement of the maxima such means as he feels are 
apt to reach those maxima, 

Or maybe, Senator Bush, maybe, he would say; and I would not 
criticise him for saying it, “Frankly, gentlemen, I do not think we are 
going to be able to attain these goals by any specific legislative meas- 
ures. I suggest there is always the element of chance, the element 
beyond the ability of man in the community’s economics.’ 

Such a frank and humble statement would not be taken amiss. 

But I do think it is important that the goals be set forth. 

Really I do not think there is very much difference in our minds 
between us on this question, because stating the goals does not mean 
that we automatically reach those goals. 

We have to have something to aim at. 

Senator Bus. What are you going to use for ammunition to aim? 
If you are going to aim at it, you have to have something to aim with. 

Let's say “that the goals after he has stated them in January look 
rather difficult of attainment in March. Do you expect then that it 
won follow that he should send up bills to the Congress to provide 
for Government spending of one kind or another so as to force the 
economy to attain those goals? 
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Mr. Reuss. Or less Government spending, if the goal of no inflation, 
for example, should appear to be likely not to be attained. 

In other words, if we were faced with an incipient upward price 
spiral, I would want the President to revise his expenditure program— 
because, and I know the Senator agrees with me on this, I think on 
such an occasion the running of a surplus or a larger surplus in the 
payment of part of the national debt might be the best remedy. 

But unless you have those goals before you, you have no star by 
which to guide. 

Senator Busu. How can he estimate these goals and be realistic 
about it? I mean I think that puts an awful burden on the President. 

You want him to state goals for the levels of employment. Does 
this mean the average level of employment? Each month? Month 
by month? What does that mean ? 

And production. You are speaking there I presume only of the 
gross national product, not detailed in different lines, such as steel 
or copper. 

Mr. Reuss. Obviously not. We do not have a planned economy, as 
there is in the Soviet sense. 

Senator Busu. I just want to know how far your thinking goes 
on this. 

Mr. Reuss. My thinking goes just as far in terms of foresight, which 
is what we are talking about here, as the economic reports do in terms 
of hindsight. That is, when the year is over the President very 
properly comes and says, “Well, here is what we have had.” 

Senator Busu. Yes. 

Mr. Reuss. Now, I would like a similar prospectus of what he 
would like to have us have in the upcoming year. 

The Joint Economic Committee, for instance, has put forth some 
excellent. material this year, as you well know, Senator, on what kind of 
employment we are likely to have. We have had some excellent testi- 
mony on just how far you can push the concept of full employment 
before you get what some have called overfull employment. 

We have had some excellent projections, including a fine one by 
Mr. Knowles of the staff yesterday, on the projected gross national 
product in the years to come. 

Of course, there are lower estimates and higher estimates. 

I would hope that our President would pick one of the higher esti- 
mates, because, just as in a school or university education young 
people do well if their eyes are addressed to the stars, so our Nation 
is going to do well if the President says, “Look, we have to have an 
economy with no more than 3 percent unemployed, and with a 4.5 
percent rate of growth in the gross national product, and with a stable 
price level.” 

That is what I would like to see. 

Perhaps all we are talking about is a paragraph in the report. But 
the President has an enormous educational power here. He is the 
one man the Nation looks to as the guardian of our economy. 

And if he sets forth these goals, everybody, labor, management, 
State and local government, could work toward them. 

Senator Busu. That leads me to the next question, which is the-——— 

Senator Proxmire. Will the Senator yield at this point on this 
question ? 
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Senator Busn. Yes. 

Senator Proxmire. Because I think that the Senator’s question is 
very helpful. 

I would like to pursue it along the lines of the paragraph in Con- 
gressman Reuss’ statement. 

You are explicit in stating what your goals would be, and you go 
much further than the Congressman has. He said: 

Far more important today is our capital growth—in factories, in productive 


equipment, in harbors and transportation facilities, in power and energy develop- 
ment, in scientific research, and especially in more and better education for our 


young people. 

I would construe this to mean that the author of the bill is con- 
struing these goals to mean that the President would specify in terms 
of teachers, in terms of classrooms, and in terms of the amount devoted 
to scientific research—in very explicit and exact and full and helpful 
terms of goals. Does this go too far? 

Mr. Reuss. No, I ain glad to have my colleague, Senator Proxmire, 
point this out, because it will enable me to clarify my answer to Sen- 
ator Bush. When I said, Senator Bush, a moment ago that I would 
not expect the President to spell out this goal of gross national prod- 
uct in detail, I meant that it would be unrealistic for him to say we 
need such and such capacity in porous knit underwear, and that we 
need such and such capacity in turret lathes. Of course, it cannot and 
should not in a free economy be broken down to that extent. 

But certainly I would expect and want the President to take a 
grand view of our national problems and to say, if he thought such 
was the case, that the total economy was paying too much attention 
to consumer goods and too little attention to education, to capital 
investment, to the development of our resources, and to some of these 
other major factors in economic growth. 

That would not mean that he would say we are going to have to 
cut down on the consumption of consumer goods unless in a very 
unusual and inflationary situation perhaps he would, in effect, be 
doing that by saying, “And, gentlemen of the Congress, let us enact 
the Bush bill to provide stand-by controls over consumer credit, 
because too much of the Nation’s demand is being channeled into 
consumption goods.” This would be an extreme. 

Senator Busu. Of course. 

Mr. Reuss. But, in effect, when the gentleman has offered that 
bill of his, and I think it is a good bill and I hope to have a chance 
to vote for it or its equivalent in the House, he is making the kind of 
value judgment as to the goals of our national economy which the 
President: ought also to make, and that is all in the world that is 
suggested by this proviso of S. 2382. 

Senator Busu. Going on to the next language, which speaks of the 
President giving his views on the current and foreseeable trends, it 
seems to me that that forces him into a position that might be 
extremely difficult. 

Senator Crark. Would the Senator yield? 

Senator Busu. I will yield in just a second. 

' He does have the authority now to do all of these things if he thinks 
it is in the national interest todo so. He is perfectly free at any time 
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to express his views about the levels of employment, production, 
purchasing power, and a maximum, what he deems to be maximum, 
and the current and foreseeable trends. 

But I have some doubts as to the wisdom of putting him in a strait- 
jacket and saying that each year he has to express himself on these 
oe icular things, that he has to predict, and that he has to declare 
goa Ss. 

I think it puts him in a very difficult position perhaps. 

Yes, 1 yield. 

Senator CrarK. I would just point out that the budget for the 
coming fiscal year in terms of revenue is always based on a prognosis 
as to what the gross national product is going to be, and I believe in 
the coming fiseal year it has been estimated at $510 billion. So that 
for the purposes of determining the Federal budget the President 
does this already. The purpose of the bill is to make this process 
slightly more explicit and give it greater publicity and to give us all 
something more to chew on. 

Senator Proxmme. If the Senator would yield further on that, I 
would say it is not a matter of predicting. It is a matter of setting 
forth goals. The Senator from Pennsylvania talked about the ex- 
pectation in the budget, which is one thing. This I think is perhaps 
more useful, in that the bill provides an aim, a goal, and it seems to 
me that it is no mark against the President that he sets a goal which 
is not achieved. 

Senotor Busn. May I say to the Senator that when I speak of 
predicting I was thinking of the language in the bill that speaks of 
the current and foreseeable trends. That is what I had in mind about 
prediction particularly. 

I realize that they do estimate the gross national product. That is 
done now. The President has perfect freedom to do that, and as a 
matter of fact it is done. What I am worried about in this section of 
the bill is that it appears to put the President in a harness and compel 
him fo move on this thing from time to time when he may think it 
is difficult to do, difficult to do accurately, and perhaps not wise to do. 

Senator CrarK. I think that pinpoints a different view from the 
one taken by the proponents of the bill, who feel that it would be most 
useful to the country and economy if just that were done. This pre- 
sents a different philosophy. Those of us who are proposing this 
bill would like to see that philosophy enacted into law. 

Senator Busu. Am T still permitted to continue? 

Tn the lower part of that section we come to the question of monetary 
and credit policies: subsection (d). Will the Congressman kindly 
state his understanding of that section (d), and then I will ask my 
ques*1on. 
| Mr. Reuss. Yes. Until 1953, the President in his Economic Report 
in January and in his supplementary reports did include monetary 
and credit policies within the recommendations that he made to Con- 
eress, State and local governments, business, labor, and the monetary 
authorities. 

Senator Busu. You say until then. You mean from the date 

Mr. Revss. From 1947 through 1953. Thereafter they have not 
been included, and the gaps are very apparent. For instance, this 
year in our annual hearings on the Joint Economic Report, not all of 
which have yet been made public, I asked questions, such as “Why 1s 
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there nothing said here about consumer credit and recommendations. 
thereon? Are you for or against the Bush bill? Why is nothing said 
here about the policy and the method of purchasing U.S. securities 
by the Federal Reserve pursuant to their open-market policy, all of 
which are controverted and important issues today?” 

And the answer is the usual, “Well, those are questions of monetary 
policy, and monetary policy is for the Federal Reserve, and the Fed- 
eral Reserve is independent. Therefore, we do not make those 
recommendations.” 

Senator Busu. Now may I take you back to that statement about 
1953. Was the discontinuance a result, in your opinion, of the Treas- 
ury-Federal Reserve accord, so-called, of 1951 ? 

Mr. Reuss. No, sir, because for 2 years after the accord of 1951 the 
President’s Economic Report did continue to make recommendations 
on monetary and credit policies. It was the result of a difference of 
philosophy of the Council of Economic Advisers and the President.. 
And I do not say this in a partisan way. It has happened that way. 
I might point out that whatever happens next year there will be a 
new President. Whether he is a Democrat or a Republican is a 
matter yet to be determined. 

Senator Busu. It does not make any difference for purposes of our 
consideration of this bill. 

Mr. Reuss. It does not make the slightest bit of difference as far as 
we are concerned here. This may be a hair shirt I am imposing on a 
Democratic President if this bill should pass. So be it. He ought 
to wear it just as much as a Republican President, because I think in 
order to get an across-the-board picture we simply cannot be led astray 
by the notion of the independence of the Federal Reserve. Sure, the 
Federal Reserve is independent in that we do not want them timor- 
ously yielding to every hot wind that blows. We appoint them for 14 
years, and so on. But we do not want them irresponsible. We do 
not want them as an unrelated satrapy in the national picture. 

Senator Busn. Mr. Reuss, you agree that the Federal Reserve Board 
was set up by the Federal Reserve Act to be independent, was it not? 

Mr. Rrvss. Just as the Interstate Commerce Commission. Just as 
many other commissions, and just as State and local governments were 
set up under our Constitution. Yet they are not beyond the reach of 
Presidential recommendation. 

Senator Busu. The Federal Reserve Board is supposed to report to 
the Congress. After all, it does not report to the President. It re- 
ports to the Congress. 

Mr. Reuss. That is correct. 

Senator Busu. The Congress has the privilege of changing the: 
Federal Reserve Act any time that it wants. Incidentally, that is 
one of the things I have objected to in these debates. There have been 
so many criticisms of the policy, but no move has been made up to 
now, no serious attempt has been made, to modify the act so as to re- 
quire different behavior on the part of the Board. 

It seems to me that you are putting the President in the position 
here that he would be in if we said to him, “We want you to comment 
On the major decisions of the Supreme Court in each one of your an- 

nual messages to the Congress.” I do not see why we have to have: 
the President comment on the policies of the Federal Reserve Board. 
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The Congress is perfectly and probably just as well able as he is to 
understand what those policies are and to require them to be changed 
if the Congress thinks they should be changed. I think it puts a very 
heavy burden on the President and brings him again into a question 
of monetary policy and credit controls, which it was the will of the 
Congress only 8 or 9 years ago that he be taken out of. Now the same 
people that. took him out of it want to put him back into it. I do not 
understand it. 

Senator Crark. The Supreme Court of the United States, as I un- 
derstand it—and I am sure the Senator will agree—was created under 
the Constitution as one of three equal and coordinate branches of our 
Government. The Federal Reserve System was created by an act of 
Congress. It is a creature of the Congress, subject to being changed 
by the C ongress any time it wants to. We cannot do anything about 
the Supreme Court, but we can do a lot about the Federal Reserve 
Board. 

Senator Busu. We are as free to say the President must comment 
on the Supreme Court as we are that he should comment on Federal 
Reserve policy. 

Senator Proxmire. Will the Senator yield? 

Senator Busn. I yield. 

Senator Proxmire. Is it not logical that the President should com- 
ment on a creature of Congress¢ Is it not just as logical, just as 
proper, and just as ethical, and so forth, that the President should 
make recommendations to a creature of Congress as he does to the 
Congress itself¢ The President delivers a state of the Union message 
to the Congress, delivers an economic report and budget. He is con- 
stantly making legislative recommendations to the Congress, which is 
certainly, as we know, independent of the Executive. Why then 
should he not make recommendations to the Federal Reserve Board ¢ 

Senator Busu. For the simple reason he should not make them to 
the Supreme Court. The Constitution gives the Supreme Court its 
own separate position and powers and it gives the Congress its powers, 
which include, as I think I have heard the Senator from Wisconsim 

say, the power to make money or print money. I do not recall the 

language of it, but it gives the Congress the power over the monetary 
system, not the President of the U nited States. That is w hy I think 
it is inappropriate to require the President to enter a field of which 
the Constitution places the Congress in charge. 

Senator Proxmire. The only point I make is that if the President 
is recommending legislative policy to the Congress he can also recom- 
mend to an agency of the Congress which has been created by the 

Yongress to be the money manager. It would seem to me just as 
proper to recommend policy to such an agency. 

Senator Busu. I say to the Senator I cert ainly agree the President 
has the power to recommend. He has a right now. He alw ays has had 
it, and I think from time to time he might properly exercise it. But 1 
do think it is improper that he should be put in a straitjacket and re- 
quired each year to make his observations on the policies of the Federal 
Reserve Board. As the Senator from Pennsylvania said, that is just a 
difference of political philosophy. 

Mr. Reuss. May I add just this thought at this point, Senator Bush. 
The power to tax, the power over interstate commerce, for example, 
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are equally the powers of Congress, and under the Constitution the 
President. is required to carry out what Congress does in these fields 
as he is required to carry out what Congress does in the field of 
monetary policy. What we are trying to do here is to set up an institu- 
tional arrangement whereby, consistent with this allocation of govern- 
mental powers, the P resident, the one man who bri ings all these things 
together, includes not only recommendations about taxation, which 
are in the realm of Congress, not only recommendations about spend- 
ing, Which are in the realm of the appropriations power of Congress; 
but matters within the realm of the monetary power of Congress, much 
of which it has delegated to the Federal Reserve. It is an attempt to 
set up a workable institutional arrangement which lets everybody stay 
where he is in our constitutional constellation but tries to centralize 
the recommending power in one office, that of the Chief Magistrate, 
the President. 

Senator Bus. Does my friend not agree the result of this would 
be to bring more political pressure into the operations of the Federal 
Reserve Sy ystem 2 

Mr. Reuss. No, I do not honestly believe this would be the case, 
because I think the bringing of these issues out into the open would 
in the long run strengthen the Federal Reserve Board and make it a 
more responsible agency. 

This point has been very well argued by people like Elliott Bell, 
of Business Week, who points out that if the Federal Reserve is to 
perform the function which Carter Glass held out for it 45 years ago 
it must be not just independent, but responsible, and I can think of 
nothing more caleulated-to make it responsible than to include it 
within the ambit of overall Presidential recommendations. It can 
tell the President, “No, I will not obey your recommendation.” 

Senator Busu. The only difference is I think it should be respon- 
sible to the Congress and not to the President, and should not be 
responsible to both of them. The Congressman from Wisconsin wants 
to make it responsible to both of them, and I think that puts the 
Board in a very difficult position. 

One thing more, if I may, Mr. Chairman. If anybody is anxious, 
T will defer, but I would like to ask one more question, and that is 
about the public hearings. It says “price increases, prospective or 
actual, which in his judgment appear to threaten economic stability.” 
Will you explain just how you think that would operate? He would 
designate some agency. Presumably it might be, let us say, the 
Department of Commerce. 

Mr. Reuss. Department of Commerce, Federal Trade Commission, 
Council of Economic Advisers, an ad hoc factfinding board, or who- 
ever. 

Senator Busu. Which shall be directed by him to hold public 
hearings concerning price increases, prospective or actual, That 
would be one that he sees coming, perhaps, which in his judgment 
appeared to threaten national economic stability. Thus, before the 
hearing is held the President says, “I think this price increase is 
going to threaten economic stability, so let’s have a hearing on it.” 
He prejudges the case in order to hold a hearing. 

Mr. Reuss. Yes. How else do you hold a hearing? 





<n ale 





UNEMPLOYMENT ACT AMENDMENTS 33 


Senator Busy. I would not hold a hearing in this area at all, 
frankly. 

Mr. Reuss. As I say, on March 1, 1959, I think the President, 
pursuant to this act had it been on the books, addressing himself to 
the clouds hovering over steel, would have said, “Well, before we 
are through there may be a price increase, and already the price 
structure is a cause for alarm. German barbed wire is being laid 
down in Duluth, and billets are coming in from other continental 
steel works. We are getting out of line here. Our national economic 
stability is being threatened. So let us have a hearing. Nothing 
wrong with the public knowing the facts.” 

Senator Busx. You use the steel strike incident as an illustration. 
So if you, let us say, had been President, or let us say whoever was 
President, he should have called a hearing to discuss that whole issue 
on the basis that there might be a price increase. He sees one in view 
of the possible settlement upwards of the wage level, and that the 
wage increases which are specified in the bill, should also be heard 
publicly. As I see it, if you relate that section 7 to the illustration 
of the stee) strike, you would be virtually trying to settle that steel 
strike through the type of hearing that you contemplate i in this bill. 
Is that a fair statement? 

Mr. Reuss. That is a fair statement. When you say, Senator, 
“trying to settle,’ I would qualify that by saying trying in a very 
mild and early way to bring about a climate where a settlement more 
in the public interest would have been possible. 

Senator Busu. The bill says, “He shall issue factual summaries of 
such hearings, and, where he deems it advisable, issue advisory state- 
ments.” So you put him in a position where he has got to issue a 
summary of the hearing, and if he chooses—and he probably will if 
he has called a hearing, if he foresees all these dangerous things—he 
is going to give his advice as to how the strike should be settled. Is 
that right? 

Mr. Reuss. There is not a strike yet, in our hypothetical case, I 
all your attention again to the fact that the President does not get 
into this at all unless he finds that the national economic stability is 
threatened. You do not threaten the national economic stability 
every time there is a price increase or a wage dispute. We are talk- 
ing about the commanding heights of the economy here. 

Senator Busu. May I say with all respect to my ‘friend that it looks 
to me exactly as though this language is designed to take a collective 
bargaining operation “right into the public arena and put the Presi- 
dent in a position where he has practically got to express an opinion 
on it. 

Senator Ciark. The Senator is correct. 

Mr. Reuss. In cases important enough so that the national economic 
stability is threatened. 

Senator Crark. In these cases where national economic stability 
is threatened, but not in any other case. 

Senator Busu. Who is the judge of that ? 

Senator Crark. The President. 

Senator Busn. That is right. I think we understand the proposi- 
tion, and I wish to express ‘considerable control over my enthusiasm 
for that. Thank you very much. 
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Senator Doveras. Senator Randolph, you had a statement to make? 
Senator Ranpotew. Yes, Mr. Chairman. 

Senator Dovaias. Thank you very much, Congressman Reuss. 
(The prepared statement of Congressman Reuss follows :) 


STATEMENT OF HENRY S. REUSS, A REPRESENTATIVE IN CONGRESS 
FROM THE STATE OF WISCONSIN 


Mr. Chairman, I appreciate the opportunity to testify in support of S. 2382, to 
amend the Employment Act of 1946 to provide for its more effective administra- 
tion, and to bring to bear an informed public opinion upon price and wage in- 
creases which threaten economic stability. 

I should point out that S. 2382, introduced by Senator Clark for himself, 
Senator Proxmire, of Wisconsin, and Senators Byrd and Randolph, of West 
Virginia, is identical to H.R. 6263, which I introduced in the House, and which 
was favorably reported last June by the House Committee on Government 
Operations. As you know, we have certain orderly procedures to follow in 
the House, as you do in the Senate; as a result, H.R. 6263 is before the Com- 
mittee on Rules, and has been there awaiting action since June 12, 1959. I hope 
that the holding of these Seriate hearings may have the effect of bringing the bill 
to the House floor for a vote, as well as to the Senate. 

I also want to call this committee’s attention to House Report No. 539, 86th 
Congress, Ist Session, which is the favorable report of the Committee on Gov- 
ernment Operations accompanying H.R. 62638. In addition, I refer this commit- 
tee to the printed record of hearings, held March 25, 26, and April 9, 1959, by 
the Executive and Legislative Reorganization Subcommittee of the House Com- 
mittee on Government Operations, on bills amending the Employment Act of 
1946. The pending Senate and House bills, S. 2382 and H.R. 6263, are the 
product of those hearings, which resulted in revision and, we believe, improve- 
ment of earlier versions of the legislation introduced by myself and Senator 
Clark. 

Mr. Chairman, since the gentlemen of the press have taken to calling this bill 
the Clark-Reuss bill, I hope it will not seem immodest if I do the same. Let 
me add, however, that I don’t care what is is called, just so long as it is enacted 
and its principles effectively carried out. 

Here is what the Clark-Reuss bill does: 


SECTION 1 


(1) The President has asked Congress to make clear that we want reasonable 
price stability: The Clark-Reuss bill accommodates him—and we are happy 
to do so—by stating in section 1(a) that the goal of maximum purchasing power 
includes the concept of reasonable price stability. I am sure no further clarifica- 
tion is needed, because we are only reiterating the original intent of Congress 
in the Employment Act of 1946. 

It is interesting to note that the one goal which the President has asked to be 
clarified—the anti-inflation goal—is the one goal which his administration has 
publicly dedicated itself to. The administration has fought loudly against in- 
flation, while paying little or no attention to the coodinate goals of maximum 
employment and maximum production. 

That is why, in the Clark-Reuss bill, we not only reiterate the concept of 
reasonable price stability, but also make clear that the goal of maximum pro- 
duction includes the concept of sustained growth. Surely Congress should not 
clarify the one goal of the Employment Act which the administration already 
seems to understand, without clarifying the maxmium production-sustained 
growth goal, about which the administration has shown little concern. 

The first amendment in section 1 of our bill seeks to follow the President’s 
wishes for a clear directive for reasonable price stability without doing violence 
to the Employment Act’s intent to establish co-equal goals of maximum employ- 
ment, production, and purchasing power. 

We can’t have maximum purchasing power without having reasonable price 
stability. Nor can we have maximum production without having sustained 
growth. Because of this administration's policies, it is perhaps even more im- 
portant to clarify the maximum production goal, because, unless this is inter- 
preted to mean sustained growth, it can be construed to mean maximum produc- 
tion only of consumer goods. Far more important today is our capital growth— 
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in factories, in productive equipment, in harbors and transportation facilities, 
in power and energy development, in scientific research, and especially in more 
and better education for our young people. If there is anything in the Employ- 
ment Act of 1946 that should be clarified for the President, this is it. 

(2) The second amendment in section 1 requires the President, in his 
economic reports, to state in quantitative terms what levels of employment, pro- 
duction, and purchasing power he considers maximum, in addition to stating 
current levels and making forecasts of trends. 

Again, this spells out the original intent of Congress. Prior to 1953, in fact, 
the President and his Council of Economic Advisers followed this practice. 
Since then it has, unfortunately, been discontinued. 

We think the President should tell the Congress and the American people what 
he considers maximum attainable economic goals, and I point out that goals are 
something quite different from either current statistics or forecasts. 

If the President and his advisers think maximum employment means 70 mil- 
lion Americans employed, or 95 or 96 or 97 percent of the labor force employed, 
let them say so. If they believe maximum production requires a gross national 
production of $525 billion, or an annual growth rate of 2 or 3 or 4 or 5 percent, 
let them say so. If they think maximum purchasing power and reasonable price 
stability are achieved as long as the cost-of-living index moves up less than one- 
half, or 1, or 2 percent in a year, let them say so. 

Whoever he is, the President ought to let the Nation know what he expects of 
it, in terms of economic performance. 

(3) The third amendment in section 1 is a simple reminder to the President 
that he has authority, and that Congress would like him to use it, to submit sup- 
plemental or revised economic reports during the year. Again, before 1953, this 
was customarily done, enabling Congress in midyear to be brought up-to-date on 
our economic situation and to act, if necessary, before adjournment. This has 
not been done in recent years, despite the fact that in 1958, for example, the 
administration policy turned eompletely around from one of fighting recession to 
one of fighting inflation. 

(4) The fourth amendment in section 1 attempts to put back the missing link 
in the President’s Economic Reports. 

The Employment Act of 1946 was a result of the recognition that a great Nation 
such as the United States needed a coordinated and integrated economic policy. 
The act centered this responsibility on the President, and made the Economic 
Report of the President what you might call the annual Bible on economic policy. 
Yet for the last 6 or 7 years we have been getting a Bible that leaves out Matthew, 
Mark, Luke, and John, and maybe a few other chapters. 

President Truman sent the Congress an across-the-board economic report 
covering not only expenditure, tax, budget, and related policies, but also monetary 
and credit policies. There is the missing link—monetary and credit policy—in 
the Eisenhower Economic Reports. 

The 1960 Economic Report again offers no guides for monetary policy. Yet 
there surely is no one who will contend that monetary policy does not seriously 
affect the achievement of the goals of the Employment Act. The administra- 
tion’s own actions to fight inflation—which we agree is a major objective of the 
Employment Act—have been largely in the field of monetary policy. 

Fiscal policy and monetary policy cannot be separated in examining our 
economic goals or performance. They must be considered together. The failure 
of the President to include monetary and credit policy in his economic report 
leaves a gaping hole in a document which cannot really be called an economic 
report unless it ties together all the bits and pieces of economic policy into a 
coordinated whole. 

The Clark-Reuss bill requires the President to include monetary and credit 
poliey in his reports. 

The administration objects, on the grounds that this would somehow invade 
the independence of the acting agent of our monetary policy, the Federal Reserve 
Board. The objection is ridiculous. 

In the first place, the President, in his report, now makes recommendations to 
the Congress, to State and local governments, and to private business and labor. 
Is the Federal Reserve Roard—a creature of Congress and a Federal agency— 
any more independent of the executive branch of the Federal Government than 
anv of those groups? Of course not. 

Secondly, the Clark-Reuss bill in no way savs that the Federal Reserve Board 
must do what the President recommends in the area of monetary policy. 
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On the contrary, the bill specifically preserves the independence of the Federal 
Reserve Board by providing that, if it should disagree with the President’s 
recommendations, this disagreement shall be reported to the Congress in detail. 

Perhaps the President, his economic advisers, and the Federal Reserve Board 
are now in agreement. If that is the case, I can see no valid reason for omitting 
monetary and credit policies from the Economic Report. If there is disagree- 
ment, it seems to me even more important that the disagreement be brought to 
the attention of Congress. 

So long as the President fails to include monetary recommendations in his 
report, the situation can exist whereby the Treasury and other executive lending 
agencies are going one way, and the Federal Reserve the other. 

This has happened. As one example, the Federal Reserve Board in August 
1957, hiked the discount rate from 3 to 314 percent, despite a growing recession. 
The Federal Reserve did not move the other direction until mid-November. 
Months later Chairman Saulnier of the Council of Economic Advisers admitted 
to the Joint Economic Committee (hearings on the 1958 Economic Report, p. 29) 
that he “would have welcomed a shift toward a somewhat easier credit policy 
at an earlier date.” 

I have some hope that the administration may withdraw its opposition to this 
part of the Clark-Reuss bill. Chairman Saulnier, questioned by me before the 
Joint Economic Committee, on February 2, 1960, stated that if the President 
and his advisers on the one hand, and the Federal Reserve system on the other, 
“agreed to disagree” on an important element of monetary policy, it would be 
appropriate for the President to take the matter to the Congress, with the 
thought of its full discussion in the Congress. 

I hope that Mr. Saulnier will adhere to that position when he appears before 
this committee tomorrow. 

To sum up section 1, then, the Clark-Reuss bill attempts to clarify the 
Employment Act’s goals, partly at the President’s request and partly on our own 
motion, and to spell out more exactly what the Congress expects from the 
President in his Economic Reports. 


SECTION 2 


Section 2 of the Clark-Reuss bill would put something brand new in the 
Employment Act. 

We all want to combat inflation. We know its evils, in damage to the total 
economy, and particularly in injury to millions of low-income, fixed-income 
families who have no way of making up a decline in the purchasing power of the 
dollar. 

Inflation, at the moment, is not a pressing problem. Yet the threat exists. 
And the fear of inflation, which in itself is dangerous to economy in that it tends 
to hold back expansion and growth, must also be allayed. It is therefore the 
duty of Congress to give the American people not only another declaration 
against inflation, but creative, inventive means to bring about reasonable price 
stability. 

In the last several years, most of us have realized that a new kind of inflation, 
unlike the classic inflation of too much money chasing too few goods, has been 
in large part responsible for our overall cost-of-living increases. Such eminent 
economists as Dr. Gardiner C. Means, your next witness today, long ago devel- 
oped the proof of what we now call inflation from administered prices—that in 
certain concentrated industries, such as steel, prices can be and have been raised 
with little reference to the law of supply and demand. 

The facts developed by the Joint Economic Committee, by the Senate Anti- 
trust and Monopoly Committee, and other committees of Congress are well 
known. And spokesmen for the administration and the Federal Reserve now 
recognize the problem of administered prices. 

Section 2 of the Clark-Reuss bill is aimed precisely at this problem, at this 
kind of inflation. 

We would have the President, directly or through his designees, hold public 
hearings on prospective or actual price increases, and associated wage increases, 
which appear to threaten economic stability; and the President would issue 
factual summaries of these public hearings, and, if he thought it advisable, 
advisory statements. 


Fiscal and monetary policy, appropriately used, can control classic inflation. 


tl 
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Administered-price inflation is another breed of cat, and the Clark-Reuss bill, 
is, in my opinion, a sensible way to get at this problem. This is not a radical 
approach. We propose no Government controls on prices or wages, no Govern- 
ment arbitration or dictation, no new Government bureaucracy. 

We propose simply that these important price and wage decisions in the 
concentrated industries—where a price increase affects virtually every Ameri- 
cau—be given a public hearing at which the facts on prices, profits, wages, and 
productivity are disclosed fully and impartially. We propose by this means to 
permit public participation in these decisions, at least to the extent that dis- 
closure of the facts—with or without any interpretation of the facts—will result 
in the formation of public opinion. We believe that the weight of public 
opinion, wherever it falls, will be in the direction of economic stability and 
economic justice. 

Dr. Means expressed the thoeory of this part of the Clark-Reuss bill very 
neatly before the House Government Operations Subcommittee last March, when 
he said: 

“I would regard price hearings and publication of the facts as having an 
impartant role to play in controlling this type of (administered-price) inflation. 
I would be very strongly against the adoption of price and wage controls. * * * 
[ would only adopt such controls as a very distant and last resort when other 
measures had failed. But public hearings on prospective or actual price in- 
creases, and where necessary on wage increases, could serve a very useful pur- 
pose where there was serious danger that such increases would threaten the 
stability of the economy. * * * I would not contemplate a large number of 
hearings in any one year, but I would expect that the relevant data on costs, 
productivity, et cetera, would allow the public to distinguish between legitimate 
and nonlegitimate price increases and bring home to those in control in the 
concentrated industries the policies which would represent responsible be- 
havios: >.>. s2 

Let us consider what might have happened if this procedure of public hearings 
and disclosure of the facts had been employed in 1959 in connection with the 
steel industry dispute. 

The fact that a steel strike, and a steel settlement setting off a round of price 
increases, was likely in the summer of 1959 was evident early in the year. 
Suppose the President, in April, or May, or June, had appointed a fact-finding 
board to gather, summarize, and publicize the facts on steel prices, wages, 
profits, and productivity. 

The result could have been no steel strike, and a noninflationary settlement. 
At worst, the result would have been an early, public disclosure of the economic 
facts in dispute, forcing an early definition of the issues, and letting the weight 
of public opinion go to work on the industry, the union, both, or neither. 

Surely, had the President early in the game assembled and disseminated the 
kind of information called for in the Clark-Reuss bill, it would have been im- 
possible for the situation to develop so that on October 14, 1959, after the steel 
strike had gone on for 3 full months, Dr. George W. Taylor, chairman of the faet- 
finding Taft-Hartley board of inquiry, stated: 

“Our mediation efforts are impeded by our difficulty in nailing down what 
the issues are. I think it’s very distressing at this stage that we are still having 
trouble defining issues” (New York Times, October 14, 1959). 

The Clark-Reuss bill has been criticized as an interference in the collective 
bargaining precess. On the contrary, we conceive of the bill as a supplement 
to the collective bargaining process in concentrated industries where the results 
of col'ective bargaining are vital not only to the industry and the workers 
directly involved, but to every American. Indeed, its major usefulness may lie 
in cases where no wage or other collective bargaining issue is presented. 

If the Government is going to fight inflation, and there is no disagreement 
that it should, then it has a duty and a responsibility to strive for a non- 
inflationary settlement in price-wage matters involving pace-setting industries 
whose every move affects national economic stability and, consequently, the 
public interest. 

The deliberate processes of impartial factfinding and publie disclosure in this 
bi’l will, I am sure, produce price-wage actions far more consistent with the best 
interests of the total economy than any result reached through flying by the 
seat of our pants. The Clark-Reuss approach simply involves applying the 

rovernment’s good offices to help inform the public of what is going on, without 
waiting until the country has approached the point of economic strangulation 
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through a drawn-out strike, or the point of spiraling inflation as the result of 
unjustifiable price-wage actions. 

It is interesting to note that President Eisenhower, at his press conference of 
June 17, 1959, seemed to be leaning toward the very proposal of the Clark-Reuss 
bill. The statement went like this: 

“RAYMOND P. BrRanpr (St. Louis Post-Dispatch): Mr. President, both the 
steel management and the steel unions are issuing self-serving statistics which 
are in great conflict. Is there any way that Government can bring out impartial 
figures on profits and wages and productivity so the people can understand the 
issue and make their own decisions? 

“The PRESIDENT. Well, I think you have asked about the most intelligent 
question on this particular question, particular matter; and I haven’t thought 
about it in this particular way, to put these statistics together, you might say 
in columns right down the line and seeing what the judgment is. 

“TI don’t know whether this would be helpful or not, but I'll take your sug- 
gestion, and I'll have it studied. It’s one that I just wouldn’t want to shoot too 
rapidly on for the simple reason that, that they are tough questions, they are 
people that are bargaining right now, and it’s not my business to try to influence 
them. 

“But I do say, this is a mafter that affects the public, and I do have a public 
duty to do what I can, as long as I don’t get into the business of the bargaining 
itself. 

“QUESTION (no name). Mr. President. 

“The PRESIDENT (continuing). Therefore, if I can do anything, why, you can 
bet I will.” 

The President seemed to be saying, as we say in this bill, that the people have 
a right to an expert Presidential judgment on such a confusing mass of statistics 
as was thrown at them by steel management and steel labor. 

But in his press conference of July 15, 1959, the President unfortunately re- 
jected the idea. He said he had had the matter studied and “as far as a fact- 
finding board is concerned, I believe that all the facts are pretty well 
known. * * * In all our reports, in the labor statistics and the commerce and 
the other figures that are published, some quarterly, some monthly, they are all 
there * * *.” 

This prompted the distinguished columnist Walter Lippmann to write: 

“Whoever did the studying of the question for the President did not under- 
stand the question, or he did not want the President to understand it. For 
while it may well be true that the ‘facts’ are ‘all there’ in some of the many 
reports that are published, how is the public to know, how is Congress to know, 
how are newspaper editors to know, which of the facts are important and rele- 
vant? The task-of finding the facts that matter and of judging how they matter 
is a semi-judicial function. It cannot be done without a specialized inquiry by 
trained minds. 

“If there is no impartial tribunal to find the facts, then there can. be no such 
thing as an enlightened public opinion. And if there is no enlightened opinion 
that can be brought to bear upon it, a strike of this magnitude must become a 
test of power in a whirl of propaganda and of prejudice” (Washington Post, 
July 21, 1959). 

Although the President backed away from helping the public get the facts, 


Secretary of Labor Mitchell later joined the ranks of those of us who believe 


the American people should be informed from the beginning of the facts in 
price-wage controversies which threaten economic stability. 

Speaking in Pittsburgh on October 17, 1959, Secretary Mitchell advocated 
legislation to appoint public fact-finding panels “at any time” in the course 
of an industrial dispute, even before a strike began. Mr. Mitchell said the 
purpose of such boards would be “to create a record of issues that the public 
ean readily understand.” 

If that is not an endorsement of this bill, it is awfully close to it. 

The majority of the Joint Economic Committee has supported the Clark- 
Reuss bill in these. words: 

“There is a need, at least on a standby basis, for a fact-finding procedure in 
key price, and associated wage, increases which seriously threaten economic 
stability, to be invoked at the discretion of the President, and to result in the 
issuance of a report and recommendations regarding the justification and de- 
sirability of such proposed increases” (Jan. 26, 1960, Report, p. 53-54). 
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I am delighted to note that at least one minority member, Senator Javits, 
agrees with this majority conclusion. In his separate opinion, Senator Javits 
states: 

“While the devices employed to restrain inflation may vary from time to 
time, the least the Government can do is to lend its fact-finding facilities and 
its good officers, to bring about a feeling of restraint in price rises by presen- 
tation of the facts themselves” (ibid., p. 141-42). 

Mr. Chairman, in closing I want to make one further point. It is that 
earrying out to the hilt the objectives of the Employment Act of 1946 is vital 
to our survival as a Nation. Unless we have maximum employment, maximum 
production, and sustained growth, maximum purchasing power and price sta- 
bility, we shall fall behind in the deadly competition with the Soviet Union in 
which we are engaged. We know what they are doing, and we know what 
goals they have set for themselves. We know what we have done, but there 
is room for doubt as to whether we know exactly what we are doing, and what 
goals we are shooting for. 

The Clark-Reuss bill is intended to help our free economy to compete effec- 
tively with and to remain far ahead of the Soviet Union, not only by reiterating 
our dedication to fight inflation but by doing something about it, and not only 
by reiterating our economic goals, but by establishing realistic targets and pro- 
ducing an all-inclusive economic policy that will show us how to hit the target. 


Senator Doucias. We will hear now from Senator Randolph. 


STATEMENT OF JENNINGS RANDOLPH, A U.S. SENATOR FROM THE 
STATE OF WEST VIRGINIA 


Senator Ranpoteu. Mr. Ch: airman, it is a privilege for me to be as- 
sociated with the dedicated senior Senator from Pennsylvania, the 
forthright junior Senator from Wisconsin, and my able ¢ olleague from 
West Virginia in the sponsorship of S. 2382, a bill to amend ‘the Em- 
ployment “Act of 1946 to provide for its more effective administration 
and to bring to bear an informed public opinion upon price and wage 
increases which threaten economic stability. 

This meritorious measure provides several important and valuable 
additions to the Full Employment Act of 1946. 

First, by including the concept of sustained economic growth as part 
of the goal of maximum production, it clarifies the responsibility of the 
President to define our national goals in meaningful terms. This be- 
comes especially important when one cuts through the veil of official 
pronouncements concerning our current rate of economic growth and 
examines the actual rate in terms of constant dollars. Thus, from 
1947 to 1958 our average annual rate of growth was 3 percent; but 
from 1952 to 1958 it was less than 2 percent. 

Considering the population increase of 1.8 percent which occurred 
during this period, our per ¢ spite real gross national product increase 
has been somewhat less than 1.2 percent “annually, and during the years 
of the present administration considerably less than one- -half of 1 
percent. 

Second, the requirement in this bill whereby the President would 
define annually our economic goals in quantitative terms regarding 
the levels of employment, production and purchasing power represents 
a placing of the responsibility for our national economic health where, 
as I saciocinall it, it properly belongs. For example, by 1952 unem- 
ployment had been reduced to less than 2 million. But after each re- 
cession since then unemployment has leveled off at a significantly 
higher figure and presently stands at approximately 3.5 million, not 
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counting the additional millions who can find only part-time work. 
And yet we have, Mr. Chairman, no clear quantitative statement from 
the executive branch of the Government declaring how much is too 
much unemployment. 

Senator Ciark. Will the Senator yield for a moment ? 

Senator Ranpotrn. Yes; I yield. 

Senator Car. In the economic indicators for February of 1960, 
the latest unemployment figure is 4,149,000, which is a substantial in- 
crease over the firure my colle: ague stated. 

Senator Ranpoten. I am grateful to my diligent colleague for that 
information. 

The proposed amendment is designed to correct this inadequacy and 
enable the Federal Government to assume a more positive and con- 
structive role in the advancing and achieving of our national economic 
goals, 

Third, the most important provision in this amendment for com- 
batting inflation is that which empowers the President, through any 
Federal agency he designates, to hold public hearings concerning 
prospective or actual price and wage increases. 

Now, Dr. Gardner C. Means has conclusively shown in testimony 
before other congressional committees the great bulk of increases in 
the wholesale price index since 1953 has been in the field of concen- 
trated industries where control of the market rests with a small num- 
ber of producers. On the other hand, in many industries with a high 
degree of competition among producers prices have remained rela- 
tively stable or have even declined. 

Thus, for example, the steel industry alone has accounted for nearly 
a quarter of the rise in the index, and steel and steel-using industries 
have accounted for two-thirds of the rise, while in the highly competi- 
tive textile and apparel industries wholesale prices have actually de- 
clined by about 4 percent between 1953 and October 1958. 

Senator Criark. Senator Randolph, what has happened to coal 
prices? Iknow you are interested in that. 

Senator Ranpoipu. Coal prices have been quite stable over the past 
few years. In this connection, I shall say, if I may at this point, that 
we produced in West Virginia in 1959 approximately 117 million tons 
of bituminous coal. This, Mr. Chairman, was only 1.8 million tons 
less than we produced in 1958. Yet in 1959, we developed this com- 
parable tonnage with approximately 8 8,000 fewer miners employed. 

Senator Busu. How many miners were on the job? What is the 
relative degree of magnitude there ? 

Senator Ranpotpn. Senator Bush, perhaps we might best go back 
to 1951 in West Virginia, when we had npeenaenaiey 119,000 persons 
employed producing bituminous coal. In 1959 we had in West. Vir- 
ginia only approximately 56,500 employed in that industry. That is 
perhaps the best way to indicate the magnitude of the change in that 8 
year period, dramatizing it with an 8,000 drop during the 12 months 
of 1959. 

Mr. Chairman, it seems that most of our country’s inflation has been 
the result of so-called administered prices which have remained un- 
affected by Government monetary and fiscal policies. The present 
Administration has, in effect, been using the wrong prescription, I be- 
lieve, to cure our economic ailments. Its monetary and fiscal policies 
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directed against the classical type of demand inflation have been totally 
ineffectual in the present inflation of administered prices. Section 2 
of the proposed amendment. would therefore, through the device of 
public hearings and the expression of public opinion, finally introduce 
the consumer as a third party in wage and price negotiations which 
might tend to be inflationary. 

Mr. Chairman, I shall be very glad to answer any questions. How- 
ever, in view of the present schedule of the Senate, I believed it was 
appropr iate to make my remarks brief, as I have done this morning. 

Senator Doveras. Thank you very much, Are there any questions? 
If there are no questions, in view of the fact that a quorum has been 
called on the floor, we will recess for 15 minutes and reeonvene at 
11:50. 

(A recess was taken). 

Senator Dovetas. The subcommittee will come to order. The next 
witness is an old friend, Dr. Gardiner C. Means. Dr. Means. 


STATEMENT OF DR. GARDINER C. MEANS, CONSULTING 
ECONOMIST, VIENNA, VA. 


Dr. Means. Senator Douglas and members of the committee, I am 
delighted to be here to speak. on this subject. I shall focus my remarks 
on section 2 of the Senate bill. 

It is my conclusion that this bill would allow the Federal Govern- 
ment to adopt measures that would, without inflation— 

(A) Increase the GNP by $25 to $30 billion ; 

(2) Increase Federal revenue by $5 to $6 billion with present 

tax rates; 
(3) Increase employment by around 4 million persons; 
(4) Reduce temporary hardship on 15 million persons a year; 
(5) Reduce friction over management-labor disputes; 

(6) And in other ways advance the national welfare. 
These are the gains which I believe would come from maximum em- 
ployment, production, and purchasing power. 

In the absence of action under the ill, the measures necessary to 
obtain maximum employment, deodiiction, and purchasing power are 
inhibited by the understandable fear of creating inflation. 

Let me explore the present situation. I will take up first the power 
of monetary measures to expand or contract the total demand for 
goods and thereby the demand for labor; then I will take up the extent 
of unemployed resources; and finally I will take up the reasons why 
the Federal Government fears to use its monetary powers to close the 
gap between actual and maximum employment, production, and 
purchasing power. 

There is little question today that the Federal Reserve Board has 
great powers to bring about an expansion or contraction of the total 
demand for capital and consumption goods. By adopting an easy 
money policy, demand can be stimulated; by a tight money policy 
demand can be limited or contracted. 

This power to expand or contract demand is not a simple or precise 
power. It operates by indirection through the complex instruments 
of the Federal Reserve System with which the members of this com- 
mittee are familiar. Also, the timing and magnitude of the effect on 
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demand of any specific monetary measure is not easily predictable. 
The art of monetary control is a difficult one, but few will question 
that it is, among other things, the art of maintaining the level of 
aggregate demand that is consistent with the public interest. 

The public interest is maintaining the right level of demand and the 
role of the Federal Reserve Board in this objective has only emerged 
gradually over the years. When the Federal Reserve System was 
created in 1914, the main focus was on preventing money panics. 
During the 1920’s the objectives of stable prosperity and the preven- 
tion of excessive credit expansion or contraction were recognized as 
central objectives of Federal Reserve policy—that was Governor 
Strong’s great contribution—but were not given explicit legislative 
sanction until the Banking Act of 1935. Stability of the price level 
was also recognized by the Board as a part of the problem of stable 
prosperity. The objective of stable prosperity was given more pre- 
cise meaning by the Employment Act of 1946, which placed respon- 
sibility on the Federal Reserve Board as well as on other agencies 
of the Federal Government “to use all practicable means consistent 
with its needs and obligations and other essential considerations of 
national policy . . . to promote maximum employment, production, 
and purchasing power.” 

I repeat the actual provisions of the act here because they state that 
the actions for promoting maximum employment and production 
should be taken in the light of “other essential considerations of na- 
tional policy” of which stability of prices has been recognized long 
before the act was passed. 

I think few will quarrel with the statement that the great powers 
of the Federal Reserve Board to influence the level of demand should 
be used to maintain as far as possible maximum employment, produc- 
tion, and purchasing power at a stable level of prices. 

Where are we now? In spite of the clear policy objective set forth 
in the Employment Act of 1946, we are today well below the maximum 
employment, production, and purchasing power. We have 4.1 mil- 
lion persons officially unemployed—high for seasonal reasons, but still 
extremely high. We have unemployment the equivalent of more than 
a million persons in those who are involuntarily working part time. 
We have more than a million employable persons backed up on farms 
as a result of the difficulty of finding jobs in nonfarm activity. 

Senator Dove.as. Dr. Means, may I interrupt? I think this is a 
very significant statement you have just made that, namely, there is a 
tremendous amount of underemployment in the farming regions of 
the country which could be absorbed into industry if adequate oppor- 
tunities were available to do it. 

Dr. Means. That is right, not only that, but I think the figures 
which I use of over 1 million are very conservative. I believe that the 
maximum employment policy might conceivably bring in as much as 2 
million persons from farm into industry if jobs were easily available 
at the present. time and level of wage rates. We have well over 1.1 
million persons who have withdrawn from the labor market who 
would be seeking jobs if jobs were easily available. This amounts to 
well over 6 million of manpower not being effectively used. 
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If we had maximum employment, production, and purchasing 
power, a large part of this available manpower would be employed, 
perhaps the equivalent of 4 million persons more than are now em- 
ployed, leaving 2 million, or possibly 214 million, as the minimum 
practical unemployment. We had less than 2 million unemployed in 
1953 without inflation. I think we should always keep that in mind. 
_ Senator Ciark. Of course, the labor force was smaller then, was 
it not? 

Dr. Mrans. Yes; somewhat smaller. 

And since industrial capacity has been growing in recent years 
faster than the available manpower, we have the manpower and the 
physical plant to expand national production by something like $25 
to $30 billion quite apart from additional growth in the labor force 
or new capital. 

Senator Doveias. Dr. Means, is it your statement that the addition 
of each person to the employed force will create an addition of $6,000 
to $7,000 in gross product per year? 

Dr. Means. Yes. I have been using the figure of 7 billion for each 
additional million persons employed. 

Senator Dovugias. Because that is the present ratio? 

Dr. Means. Yes, that is about the present ratio. There has been 
debate as to whether, as you increase employment, you are not 
using less skillful workers, so that less production results. I think 
that the tendency is probably somewhat the other way, A very large 
proportion of our labor force is engaged in overhead activity, just 
keeping stuff in repair, guarding property—it is overhead in this 
sense. 

So if you increase employment, you add much more to the output, 
to the production, then, let us say, establishing your initial overhead 
force of labor. 

Dr. Means. The added increment does not require additions to the 
police force, perhaps it would even allow a reduction. If people got 
more income, there might be less criminal activity. 

Senator CLark. Dr. Means, does that apply, in your judgment, in 
services as well in manufacturing and production ? 

Dr. Means Yes, I believe it does. 

Senator Proxmire. The Federal Reserve Board had some startling 
figures, startling to me, showing what happens to labor costs in our 
economy as employment becomes more full, indicating that labor costs 
begin to fall and fall rather sharply. 

They fell, for example, from the first quarter of 1954 down toward 
the end of 1955, fairly steadily. In fact, they fell by some 6 percent. 
But then, they began to climb as employment continued to rise, 

It would seem to me that there may be a point here where costs do 
increase and where inefficiencies do set in which offset the fact that 
the burden, overhead, is distributed more widely. 

Dr. Means. I am sure that that could happen. If you study the 
steel industry, you will find that the labor seduetivite follows a very 
strong cyclical pattern, going up when employment rises, going down 
when it falls. 

I would assume that if you continuously operated the steel in- 
dustry 
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Senator Proxmimer. May I just say I want to be sure I understood 
this. Labor productivity follows a cyclical pattern? 

Dr. Means. Inversely. 

Senator Proxmire. As I understand it, moving up at least in the 
beginning stages of recovery, is that not correct ? 

Dr. Means. As you drop from high to low employment, labor pro- 
ductivity goes down. 

Senator Proxmire. Right. 

Dr. Means. As you recover, it goes up. In other words, it all can 
be resolved into this body of ov werhead labor, About perhaps 30 per- 
cent of the production workers in steel are true overhead. But when 
you push steel production up to 100 percent of capacity, you may well 
be running into a condition where your labor costs increase with 
added capacity. You are having to use tec hniques that waste time. 
You are having to use—you have a particular part of your plant which 
gets jammed, and you have to have men sitting around idle while it 
is being fixed. Whereas, if you have some slack in capacity, these 
problems do not ale foee. 

Now, when I say “the maximum production employment,” I 
believe that would occur without pushing production to the point 
where this increase in labor costs occurs. It might in a few indus- 
tries, but for industry in general, no. 

Senator Crarx. Dr. Means, referring briefly to steel, is it not a fact 
that as the percentage of productive capacity increases, the steel 
companies bring into production more and more obsolete, high-cost 
facilities w hich, in turn, results in higher costs and less production 
per unit? ; - 

For example, we have in my State the very modern plant at 
Morrisville, Pa. The U.S. Steel Corp., for perfectly proper reasons, 
likes to keep that plant running at about 100 percent capacity. They 
are very loath to open up some of their obsolete and old-fashioned 
plants in western Pennsylvania where their costs are much higher. 

So I throw out the suggestion that maybe there is a point well below 
the point that you indicated where, at least in the steel industry, pro- 
ductive costs increase as the percentage of productive capacity 
increases. 

Dr. Means. I would say that if you look only at labor costs that 
would be true. But not if you look at total costs, and here T include 
return on capital. If the industrial plant, the less efficient, is closed 
down, it does not cost them anything to operate it. There is no 
capital cost in operating it, because, if it is idle, it is not going to 
contribute to depreciation or to profit. If it is operating, ‘the cost 
of labor is likely to be high, and the capital cost is likely to be 
negligible, 

Of course, the cost of opening a closed plant is a sizable cost. But 
once you get it, going, you get over that particular cost. So that I 
think that you would find that costs do not rise if you take total 
costs, ine luding capital costs, unless the plant i is actually obsolete. 

Senator Dovatas. If we put your testimony into economic jargon, 
does it not amount to this: You are saying that in an industry where 
there is imperfect competition, quasi- monopoly, and administered 
prices, that prices will be controlled by average total unit costs and 
not merely by marginal direct costs. 
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Dr. Means. Yes, I would agree completely with that. 

The main essential] lacking for this maximum employment and 
maximum production is the maximum purchasing power necessary to 
support it. Demand is not sufficient to absorb the total output at 
maximum production and employment. The result is that today we 
have a somewhat wilted economy because of the lack of the lifegiving 
demand. Wilted to the extent of something like $25 to $30 billion 
of production that we are not having. 

Now, I want to speak about the F ‘ederal Reserve Board’s dilemma. 

It is well within the power of the Federal Reserve Board to revive 
our somewhat wilted economy, but for a very understandable reason 
the Board has not done so. This reason is the fear of inflation. I 
do not need to tell this committee. 

Both the actions and the policy statements of the Federal Reserve 
Board in recent years have made it clear that the Board feels that 
there is a conflict between the objective of price level stability and 
the objective of maximum employment, production, and purchasing 
power. The Board correctly recognizes that a level of demand sig- 
nificantly in excess of that necessary for maximum activity will result 
in inflation. This is traditional economic theory. The Board also 
recognizes that it has a responsibility to prevent inflation arising from 
a demand in excess of this country’s capacity to produce. Up ‘to this 
point the power and the responsibility of the Board is clear and I 
believe generally accepted. 

But in the last several years, the Board has found that a creeping 
inflation can occur even when demand is considerably below that 
necessary to maintain maximum employment, production, and pur- 
chasing power. Its first reaction has been to regard this inflation as 
also a product of excess demand and to adopt a tight money policy 
to remove the excess. 

More recently officials at the Board have recognized that inflation 
can come from two quite different sources. One is the general excess 
of demand already mentioned. The other comes, not from the de- 
mand side, but from the supply side, and is made possible by the 
market power over prices and when I am speaking of prices, I am 
including wage rates that can be exercised when there is concentration 
in relation to the market. There is the possibility of arbitrary use 
of this power. In a moment, I will examine this second type of 
inflation, What is immediately important is that in the presence of 
this second type of inflation, the board is faced with a dilemma so far 
as its own powers are concerned. By its own action it can maintain 
a level of demand that will maximize activity but only with creeping 
inflation; or it can prevent creeping inflation if it maintains a level 
of demand very much below that of maximum activity. Faced with 
this dilemma, the Board appears to have adopted the policy of main- 
taining excessive unemployment in the interests of price level 
stability. 

Senator Doveras. Dr. Means, would you say, therefore, that the 
Federal Reserve Board has treated unemploy ment as a built-in stabi- 
lizer for prices? 

Dr. Means. I think that is a very good way of expressing it, yes. 
We make several million people suffer so that the prices do not go 
up. I am coming to my 15 million at the very end of this. 
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If there were a real conflict between the objective of price stability 
and that of maximum employment, production and purchasing 
power, there is a big question whether the Federal Reserve Board 
would be the proper agency to decide where the balance should be 
drawn between greater stability and greater economic activity. 

Senator Crark. Let me interrupt by indicating my view that the 
Federal Reserve Board, in such a case, would be the least appropriate 
agency to make that decision because they have a vested interest in 
one side. I do not see how they are going to be able to be objective 
in determining which comes first. 

Dr. Means. I would say that it was the function of Congress to 
make that kind of a major national decision, not even the function of 
this Banking and Currency Committee. It is something much more 
fundamental. It is fairly close a decision as to whether you are going 
to war or not. It is not as important as that, but a very important 
decision. 

Senator Ciark. This is a field in which I do not think the Federal 
Reserve Board has the right to make the final policy. 

Dr. Means. I think they are dependent on Congress and an agency 
of Congress. And Congress is quite in a position to make this kind 
of a decision on the advice of the officials of the Federal Reserve 
Board, on the advice of the administration and on the advice of the 
members of the society. 

But I do not believe there is any such dilemma for our society. 
It is only a dilemma for the Federal Reserve Board. And this is so 
because the Board’s powers to influence demand are not powers which 
can prevent creeping inflation when employment, production, and 
purchasing power are at the appropriate maximum. When you 
examine the creeping inflation of recent years, I think you will con- 
clude, with me, that we can achieve both maximum activity and price 
level stability at the same time, with the function of the Federal Re- 
serve Board responsible for maintaining the maximum purchasing 
powers necessary for maximum employment and production, while 
some other agency is responsible for preventing the creeping inflation 
which is not due to a general excess of demand. 

Senator Proxmtire. Dr. Means, could I interrupt at this point to 
say I find myself in agreement with you on virtually everything. I 
am a little bit concerned, however, as to this emphasis on the power 
of the Federal Reserve Board. It seems to me the monetary policy 
has very definite limitations that have been demonstrated over and 
over again. 

By simply varying the supply of money, which is the only power 
they have as I understand it, they can, in turn, I think, pretty much 
control interest rates. But whether interest rates can act to effectively 
reduce or increase demand, outside of fairly stringent limits, is a real 
question to me. And I must say every day I become more persuaded 
that the impact of monetary policy, all by itself, without fiscal policy, 
without some kind of wage policy and so forth, is very, very limited. 

Dr. Means. I think, Senator Proxmire, that you overemphasize the 
role of interest rates in the usefulness of monetary measures, The 


more important factor is the changes in the amount of money in the 
hands of the public. 
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In the period of the big depression, Keynes came out with his 
General Theory of Employment, Interest, and Money. And in that, 
he took the position that we could have unemployment which was not 
self-correcting and that even if prices and wage rates were perfectly 
flexible, we would not have an automatic corrective in our economic 
system. 

The particular rationale of his theory rested on the assumption 
that an increase in the money supply would only affect economic ac- 
tivity through interest rates and through the investment that low 
interest rates would stimulate. He then pointed out that as the inter- 
est rate comes down, you finally reach a point where further expansion 
in the money supply will not further reduce the interest rate. And, 
furthermore, further expansion in the money supply will not stimulate 
demand. 

Now, for some years, that view was widely held. I think you will 
find most economists will take the position that if you really had the 
kind of flexible price wage system which Adam Smith talks about, 
which Keynes posited, you would find that his explanation of unem- 
ployment was incorrect because an expansion of the money supply 
can have a very potent influence on the demand for goods, consump- 
tion, and capital goods, quite apart from the interest rate. 

I think that has become very widely accepted. I could give you 
references to it. 

Senator Proxmire. That may be true. What I am concerned about 
is the fact that we find, for example, in the period 1955-57 a con- 
traction of the money supply relative to gross national product and 
a tremendous increase in business investment in plant and equipment. 
It is precisely the opposite of what we would expect. 

You find some influence on housing starts, and perhaps on consumer 
financing. But the whole effect is, it seems to me, a great deal less. 

The Federal Reserve Board, incidentally, made a study which they 
have never released, but which shows that in 1958, the first half of 
1958, when there was some credit ease in short term, but not much 
for long term, that high interest rates had almost no effect in dis- 
couraging construction activity by State and local governments. They 
studied $2.6 billion of bond issues and found that it only resulted in 
discouraging some $45 million or about 2 percent, less than 2 percent, 
in construction activity. 

So it seems that everywhere I look, high interest rates do not seem 
to have very much influence in discouraging business activity or in- 
vestment. And a low interest rate—we look at the thirties and we 
look at periods like 1949 and 1950 and so forth, when we had reces- 
sions or deep depressions in spite of the fact we had low interest rates. 

Dr. Means. I am inclined to agree that the interest rate does not 
have nearly as much effect as traditional theory has generally as- 
sumed. But I think it hasan important effect. 

What is important here, though, is not how important the effect 
of the interest rate is, but the fact that if the interest rate remained 
‘constant and you expanded the money supply, I believe that you 
would find a direct effect on the demand for commodities. 

Le me say it this way because the point is not easily conveyed from 
mind to mind: I so like to say this in terms of an extreme ex- 
ample. At the present time, we have roughly the equivalent of a 
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third of a year’s national income in the form as money balances in 
people’s hands, in the hands of business. 

Senator Crark. Dr. Means, let me see if I understand. You are 
talking about currency plus demand deposits ¢ 

Dr. Means. Yes, currency and demand deposits. And this is the 
adjusted figure of demand deposits that the Federal Reserve Board 
regularly publishes. 

If the price leve! could drop to 1 percent of its present level friction- 
lessly with perfectly sensitive prices and wage rates, if it could drop 
and the money supply remain constant, the public would find itself 
with 30 years’ worth of buying power in the form of money on hand. 

It is inconceivable to me that they would not find those holdings of 
money greater than they wish to continue, and they would dispose of 
part of it in the form of buying additional goods, some of it capita] 
goods, some of it consumption goods. 

I think we have a very potent instrument in the expansion 
of the money supply. I think it has not been recognized how potent 
it is until quite recently. I think that the Keynesian era diverted at- 
tention from the potency of this instrument, and I think that the 
people who have studied the matter are very much divided on the 
degree of potency. But I think as they study it further and get fur- 
ther away from this limiting idea of Keynes, which was quite ab- 
solute—— 

Senator Busu. Will the Senator from Wisconsin yield for a ques- 
tion ? 

Senator Proxmire. Yes. 

Senator Busr. I was interested in his observations concerning his 
own findings about the effect of interest rates, which suggests to me, 
and I agree with what he said, I think the tendency is to exaggerate 
that effect very much. And the Senator’s investigation into this, 
which I know he spent a lot of time on for the last few years, has led 
him to that conclusion, I believe. 

I would like to say that I think the illustration of the twenty’s is a 
converse proof of the Senator’s position that we had a high interest 
rate structure for a long time in the twenty’s—from the early twenty’s 
through the late twenty’s—we had a constant period of expansion in 
production and employment. 

But I would like to ask Dr. Means this question which is right. in 
point there. We did have the setback or recession in 1957 that con- 
tinued into early 1958. And the classic illustration, perhaps, was the 
auto industry where production dropped from 714 million cars, I be- 
lieve it was, to something of the order of 414 million, let ussay. That 
is approximately cor rect, 

Does the doctor think that high interest rates were the cause of 
that recession which produced the unemployment that followed it, or 
was it due to overselling the market and an overextension of credit at 
those interest rates? 

Dr, Means. Of course, any situation 





Senator Busn.’ Would you pull that microphone a little closer to 
you, Doctor? 


Dr.'Mrans. Sorry. 
Senator Busn. Thank you. 
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Dr. Means. Any recession is likely to be a product of a variety of 
forces. I would say that the high interest rates were the product of 
the tight money policy which contracted the money supply or kept 
it very stable and did not allow it to grow with economic growth. And 
that it was the contraction of the money supply and its effect on 
behavior that was the most important effect of the monetary policy. 
There were other policies. 

Senator Busu. You think that is more important than the over- 
selling of the market ? 

Dr. Means. I would include the overselling of the market as 
detinitely one. I think they put on the hard sell instead of a medium 
sell, and that certainly oversold cars. 

I think that the Government fiscal policy contributed. I think 
there were a variety of factors that contributed. And insofar as 
monetary policy contributed, I believe it contributed through non- 
expansion of the money supply, not through the interest rate, or only 
to a small extent, through the interest rate. 

Senator Busu. Of course, all during that period where they got 
into a 714-million-car year, the interest rates were moving upward 
and attained a several-year high at that time. 

My observation is that it was not the interest rate or the money 


supply that broke the automobile market. It was the fact that it 
had been oversold. 


Dr. Means. That is right. 

Senator Busy. Do you agree with that? 

Dr. Means. Oh, I agree on the breaking of the automobile market, 
yes, but the overselling was in 1955 not 1957. 

Senator Busu. And do you agree that what effect the interest rate 
had was a minimum, or do you place the interest rate factor high in 
that ? 

Dr. Means. On the automobile sales, I put it very low. I do not 
think that people decide to buy a car on time or decide not because 
of a minimum difference in interest rate. But I think for housing, 
it had some importance. 

Senator Busu. I am leading to going back to this question of what 
my good friend Senator Douglas calls “the use of unemployment as a 
built-in stabilizer for the price level.” I submit that the illustration 
we have just been discussing disproves that point. The employment 
situation that grew out of that recession was not a deliberate act on 
the part of the Federal Reserve Board at all. They could not have 
stopped it to save their lives because what brought it about was over- 
production and overselling of the market by what you call a hard sell 
method. I agree it was a hard sell method and very bad business for 
the country. I have often criticized the industry for that. 

But I use that illustration to show that the Federal Reserve Board 
does not use interest rates in the interest of maintaining unemploy- 
ment, or it does not use unemployment to maintain price stability. 
What they try to do is to control credit, and I think they have inade- 
quate powers in that connection. But they try to control credit so as 
to keep some stability rather than to create instability, which is the 
thing that brings unemployment. The instability has been brought 
about by overeagerness of our manufacturers at times. I think this 
recent illustration that we have been discussing is a very good one. 
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Dr. Means. Well, I would like to suggest that, at the time that you 
are speaking of, very few people thought of the inflation that was 
going on then as a product, other than that of too much demand. I 
think that if you had asked the officials of the Federal Reserve Board 
in 1957, in late 1956 and 1957, about the inflation, they would have 
said, “Well, we are getting too much demand. We must somehow 
damp down on this demand or inflation will continue.” 

I do not think that Senator Douglas’ statement applied to 1957 be- 

cause I do not think they had any “intention—they did not recognize 
they were facing this dilemma. It is only since 1958 and 1959 that the 
dilemma has become apparent. And, therefore, it is only since then 
that they have made this choice that I am speaking of. 

Now, I do think that the recession of 1958, in its totality, was only 
in part a product of the automobile overselling and that the 

Senator Busu. That was the primary impulse. 

Dr. Means. I would question even whether it was primary. I think 
if they had not been comjoined with this effort to shrink demand to 
prevent inflation, the demand in other directions would have shown 
up and taken over most of the load of the contraction of automobile 
production. 

Senator Proxmtre. I do not want to hold up the distinguished wit- 
ness from this very excellent statement, but I want to make my posi- 
tion clear and follow through a little bit with what I said by saying. 
You see, Dr. Means, my point is this: I am sure I would contradict 
the views of most of the people on the Federal Reserve Board, and 
that is that monetary policy has been, in my judgment, a fairly weak 
and ineffective weapon in-either stimulating demand or restraining 
demand. But it has been a very expensive consequence for home- 
buyers, automobile buyers, people who want to construct schools and 
hospitals, and all of this area where they have to borrow money and 
pay for money in order to build. 

I just wanted to make that clear so that you can see what the conse- 
quences of my thinking have been. 

Dr. Means. I regard | the money control over the money supply as 2 

very pow erful instrument. I think that much of our inflation in the 
post war period and some of it during the Korean war was the product 
of huge expansion in the money supply. 

Senator Proxmire. I was thinking of expansion in the money sup- 
ply in which they do restrain homebuilding. I think the case there i is 
fairly clear on housing starts. But what they do is increase the price 
of homebuilding, discourage people from buying homes and channel 
inflation into certain areas, into the areas, as I say, of homes and hos- 
pitals and schools and things you have to borrow money in order 
to build. 

Senator Busu. Would the Senator permit me to observe in that con- 
nection, I think it is very hard to prove that interest rates have any 
serious effect in holding back the expansion of homebuilding. And, 
again, I would give the twenties as an excellent example of where we 
had a constant building boom for a great many years. 

Dr. Means can tell us how long it was better than I, but T recall it 
very-well. And interest rates were high, or relatively high, compared 


to present-day levels, all during that period. Is that not so. 
Dr. Means? 
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Senator Proxmire. May I simply comment on that since—— 

Senator Busu. Will the doctor answer if I am correct in that state- 
ment, in that general statement? Were they not high during that 
period ¢ 

Dr. Means. Interest. rates were very low in that period, and we did 
not get the kind of housing expansion we should have. 

Senator Busx. You say ‘they were low ¢ 

Dr. Means. Interest. rates in the thirties? 

Senator Busu. I said “twenties.” 

Dr. Means. That was a period of boom. 

Senator Busn. I said twenties. Interest rates were at relatively 
high levels, and during that period, we had a constant increase in 
housing starts and building generally. Is that not so? 

Dr. Means. Yes, that is so. 

Senator Proxmire. If I could just comment on that for a minute, 
I would say this: Of course, there are many, many other factors other 
than interest rates which influence people to buy homes, including the 
jobs they have and things of that kind. But my argument is “that 
when we have a situation such as we had in the 1950’s, 1954-55, where 
we began to get a nice rise in housing starts, and then the interest rate 
increased, a drop in housing starts follows it rather direc tly. 

We had precisely the same kind of thing in the present period. As 
interest rates have risen, housing starts dropped, when everything 
else has gone up. Income has risen, people are buying more of almost 
everything except houses because they have to borrow over a longer 
period of time, and the interest actually is a very important factor in 
the total cost—60 percent. 

Senator Busu. Would the Senator permit me just to observe it is not 
only the increase in interest rates that we have seen. It is the in- 
crease in the cost. of construction, the general cost of construction, 
whether it be materials and labor that has from time to time checked 
building operations. We have had witnesses before this committee, 
I think, in connection with the college housing interest rate question. 
The Senator may recall. And I was quizzing one of these witnesses 
on that point a year or two ago. I think it was a couple of years ago. 

The result of that questioning disclosed that in their opinion, al- 
though they wanted this low interest rate, of course, the interest rate 
factor was a minor factor in determining the go-ahead on this type 
of construction and a minor factor in the overall cost of the thing. 

Whether they paid 4 percent or 5 percent was a very minor factor 
compared to so many other factors that determined the decision on the 
building, you see. So I am still arguing in favor of my good friend 
Senator Proxmire’s position. That is, that interest rates really do not 
amount to very much. 

Dr. Means. I am saying that the interest rate plays a role. It is not 
the major role that I see Federal Reserve policy playing. I think the 
monetary expansion is the crux of the matter. 

Let me say this just to confuse the matter. I believe that if you had 
had big monetary expansion in the thirties when we had the big con- 
tinuing heavy unemployment, I believe the net effect of that would 
have been to increase the interest rates because it would have estab- 
lished conditions in which such a large volume of housing and all sorts 
of other things would have come forward that the demand for capital 
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investment would have increased more than the addition to capital 
supply through monetary action. 

Sen: =n Proxmire. Did I understand the witness to say that if we 
had had an increase in the money supply 

Dr. Means. If we had had an increase in the money supply in the 
thirties. 

Senator Proxmrre. Is that not an increase in the interest rates ? 

Dr. Means. It would perhaps have had the net effect of increasing 
interest rates. 

Senator Proxmire. 1 am astounded because it has been my under- 
standing—and I have great admiration and respect for the dis- 
tinguished witness—every statistic I have seen has reflected the rela- 
tionship between the supply of money and the gross national product. 
And if the supply of money increases relative to the gross national 
product, interest rates drop. If the supply of money declines, interest 
rates increase. I have gone back quite a few years, and I cannot find 
anexception to this. , 

Dr. Means. In the thirties, they were low. Increasing the money 
supply would not, probably, have reduced interest rates further. But 
they would have stimulated business activity quite apart from any 
change in the interest rate. 

I believe the demand for goods would have risen and that the rise 
in the demand for goods, both capital and consumption goods, would 
have created additional demand for capital, and that would have 
pushed up interest rates. 

I agree that it is not the customary or the traditional relationship, 
but I do not think.all our economic relationships do follow the-—— 

Senator Proxmire. Of course, the distinguished witness, when he 
cites a hypothetical situation which never developed and says, “If we 
had had that kind of a situation, we would have gotten an increased 
interest rate with more money,” yet there is not any historical example 
in which we have increased the money supply relative to the gross 
national product in which interest rates have not gone down. Is that 
not correct ¢ 

Dr. Means. Well, we increased the money supply tremendously 
during the war. Andasa 

Senator Proxmire. The gross national product went up at the 
same time. 

Dr. Means. That is right. By the end of the war, we came out 
with an almost doubled money ‘supply. And that doubled money 
supply was much more than the community wanted to hold in the 
form of cash balances at the existing price level and at the level of 
gross national product. And it attempted to get rid of that extra 
money. 

Part of the inflation after the war was the dammed up demand that 
had arisen during the war. But quite clearly, an important part of 
it was the product of the expansion in the money supply. 

Let me cite an episode in this connection. At the close of the war, 
there was a conference of economists here in Washington at which 
a group of economists presented their analyses that had led them to 
the conclusion that there would be 10 to 12 million unemployed the 
following June. They predicted that employment would be low. 
They had made a very careful analysis of the pent-up demand, and 
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their figure of employment included a big allowance for the pent-up 
demand. It did not include any allowance for the increase in the 
money supply or the greatly increased liquidity of our society. They 
followed the Keynesian theory precisely and reached that result. 

I got up at that meeting and said, “I think you have completely left 
out of account the impact of the increased money supply on demand.” 
And I said that my prediction was that unemployment the following 
June, instead of being 10 or 12 million, would be 2.5 million, not more. 
And I wanted to drive the point home, so I said I was willing to bet 
$1,000 that it was less than 5 million. 


I made some money on it, too. The actual unemployment turned 
out to be 2.6. 

My projection was, of course, much closer than the probabilities 
allow—in other words, if unemployment had been 3 million, I would 
have said that my forecast was about right. 

There, the analysis was entirely built on this assumption that in- 
creased money supply affects people’s pattern of behavior, how much 
they spend on consumption and investment goods, quite apart from 
what happens to interest rates. And I think that the economic pro- 
fession 1s moving in my direction on that. Certainly, they have 
dropped completely the Keynesian argument that changes in the real 
money supply influence demand only through the interest rate. 

Senator Busw. Mr. Chairman, I would just like to, on this question 
of the interest rates, once more recall that last year I think we had 
1.3 million starts in housing. Or I think that is about the figure. 
And during that time, there was constant discussion of the level of 
interest rates. And on the Senate floor, there were frequent references 
to it and criticisms of it and so forth. Yet, in spite of that level of 
interest rates, which I do not really consider high historically, if we 
go back 100 years or compare ours to other countries even today, in 
spite of that, we had a big year in housing, and we are facing another 
big year in housing. Whether it be 1.3 million or a little less, I do 
not know. But it looks as if a very good year is ahead, and with 
interest rates at the level that they are. 

Senator Proxmire. Will the Senator yield? 

Senator Busu. Yes. 

Senator Proxmire. In 1950, it is my understanding we had about 
1.4 million housing starts. We have never reached that figure again, 
although we have a growing economy. The other countries of the 
free world as well as the countries in the Communist world are grow- 
ing apace. It would seem to me to say we are having another good 
year in housing when we are behind where we were 10 years ago is 
pretty cautious and a little—— 

Senator Busu. Of course, the Senator realizes that during the years 
preceding, we had had a vacuum there because of war conditions that 
did prevent the normal progression in housing. I think we had an 
accumulative demand there just as we did after World War II in 
many fields of endeaver. And I think undoubtedly the 1950 surge 
was a result of that pent-up demand which was then released. And 
it was a good year, of course. he 

Since then, it has not attained that figure. But I think it will m 
the next few years. And I do not think the level of interest rates 


is going to stop it if there is really that much of a demand for housing. 
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Dr. Means. The need for this bill arises from the particular char- 
acter of this creeping inflation we have been having. 

Just 214 years ago, I pointed out to a Senate committee concerned 
with administered prices that there are two quite different kinds of 
inflation. One is the classical inflation arising from a general excess 
of demand with too much money chasing too few goods. The other 
is what I christened an administrative inflation which is associated 
with price administration and arises from the arbitrary exercise of 
market power on the part of business or labor or both. 

I also pointed out that the inflations after World War II and 
during the Korean war were of the classical demand type; that by 
1953 demand inflation was substantially over; and that the inflation 
since 1953 has not been a product of a general excess of demand, but 
has been primarily a product of the market power and pricing discre- 
tion in concentrated industries. This analysis and its elaboration 
before other congressional committees is summarized in the pamphlet 
“Administrative Inflation and Public Policy,” which I am filing with 
your committee. (See p. 378.) 

Since my early testimony, my view has been widely accepted and 
both events and statistical studies have confirmed this analysis. 

Let us examine the administrative inflation since 1953. 

First consider wholesale prices, where I believe the crux of the 
problem lies. Between 1953 and 1959, the BLS index of wholesale 
prices rose nearly 9 percent. A careful study indicates that half of 
this rise can be attributed to the rise in steel prices, part of the steel 
price rise being direct and part indirect, as the more than 30 percent 
rise in steel prices increased the cost of products made of steel. 
Nearly a fifth of the rise can be attributed to a more than 17 percent 
increase in machinery prices. A very high proportion of the total 
increase occurred in these and a few highly concentrated industries. 
In the highly competitive industries like textiles, clothing, lumber, 
and farming, prices changed little or actually went down. There is 
again little disagreement that the bulk of the post-1953 inflation at 
the wholesale level came in the concentrated industries and was as- 
sociated with market power. , 

Senator Proxmire. Is it also true these price increases took place, 
Dr. Means, in industry which had increased capacity, some excess 
capacity ? 

Dr. Means. Most of it did. 

Senator Proxmire. Isn’t it true in farming we had almost 100 
percent increased capacity with some exceptions when the soil bank 
was in force? 

Dr. Means. In a short period in 1955 and 1956, they were pressing 
right on capacity in steel, but apart from that very short period, it 
was not. due to pressure on capacity. 

Senator Proxmire. I do not want to interrupt you too much, but 
I do want to emphasize unless there is pressure on capacity, it is im- 
possible for demand to be the culprit in increasing prices. Is that 
not correct? 

Dr. Means. Yes. 

Senator Proxmire. If you have an industry which is operating at 
two-thirds of capacity, as perhaps machine tools and automobiles are 





A in Bb Bhi eet a Of 


UNEMPLOYMENT ACT AMENDMENTS 5 


today, and prices are increased, there may be cost reasons for it. 
There may be ver y legitimate and proper reasons, but demand cannot 
be said to be the reason for inflation or increase in price. 

Dr. Means. I think there are some administered price increases 
where demand has more influence than it does in steel or machine 
tools or machinery. 

Senator Proxmire. The position that the Federal Reserve Board 
advisors took when they talked to us was that demand is a very im- 
portant factor because while these industries are short of capacity, 
nevertheless they said, “As demand increases, prices will increase.” 

And I think as you look at this situation, you find that the bar- 
gaining power, the opportunity to increase prices increases very 
greatly when they are operating, not at 60 percent or 50 percent of 
capacity, but at 80 or 85 or 90. In other words, they do not have to 
be at full capacity in order to be put into a bargaining power position 
where they can increase prices. 

Dr, Means. That is very true. If they are operating at 85 percent, 
their power to affect prices is great. 

Senator Proxmire. So the demand does play a role, but it is a 
subtle role, and it is a role that has to be understood in terms of the 
administrative power, the bargaining power, the concentration of 
economic ownership and so forth. 

Dr. Means. That is right. It is a matter of having the power except 
when the industry is very flat on its back. When it is doing reasonably 
well, but not pushing to capacity, they have the power to raise prices. 
Perhaps the role of demand, in addition, is that they may time their 
increases to when demand is high. But it is easier to justify them to 
the public at that point. So I would think that if you had a careful 
analysis, you would find somewhat more exercise of this market power 
when an industry was pushed to capacity. 

But that is not an indication that they did not have the power when 
they were operating at 80, 85 percent of capacity. 

Senator Proxmire. One more interruption, and I promise not to 
mterrupt again. I think this is an excellent statement. I do not want 
to hold you up any further. 

But the Federal Reserve Board supplied me with figures I have 
referred to previously which show from the first quarter of 1954 
when the index of labor costs were 117.9 to the third quarter of 1955 
when the index of labor costs were 111.5, labor costs dropped 6 percent. 

At the same time, these industries, while they were on the upswing, 
were operating well below capacity. At the same time, there were 
price increases. By and large, there was some stability, but this sta- 
bility was made up of reductions, as the witness has pointed out, in 
some areas and increases in others. 

It seems to me that here is the sheerest example of bargaining power 
and not cost pushing and not demand pull, but the actual power to 
exploit a situation that developed because there are a relatively small 
number of companies that control the industry. 

Dr. Means. po with that. And that is why I used 1953 as my 
starting point, not 1955, because I think the administrative inflation 
was going on through 1954 and into 1955. What you had was the 
market prices that were flexible and sensitive to demand fell and 
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administrative prices in some degree rose even with the recession. 


Since my early testimony, my view has been widely accepted. 

At this point, however, there is some disagreement. as to the relative 
roles of specialized demand, the drive for higher profits, and the drive 
for higher wages. Some have pointed to the high demand for capital 
and durable goods in 1955 and early 1956 as an explanation of the size- 
able rise in steel and other heavy industry prices. If the prices in 
these concentrated industries were normally sensitive to changes in 
demand, the high demand in 1955 and 1956 could explain the price 
rise in that period, but if demand were the major cause, then when 
demand fell back in 1957 and 1958, prices should have fallen. What- 
ever may be true of 1955 and early 1956, one simply cannot explain 
the high level of steel prices in 1958 and 1959 on the basis of an in- 
crease in demand relative to capacity as compared with 1953. 

For steel prices the increases are not even concentrated in periods 
of high steel demand. If you will look at chart VIII at page 27 in 
my booklet, you will find the index of finished steel prices. (See p. 
398.) 

But you cannot look at that index and determine when demand was 
high and when demand was low. There is a fairly steady progres- 
sion. You might argue that there was not quite as rapid increase in 
1954 as there was in some of the other years. You could argue there 
was not quite as much increase in demand in 1958, but I do not think 
anybody, not knowing the actual steel industry, could look at that 
chart and draw the picture of the magnitude of demand in the dif- 
ferent years. 

For each of the. concentrated industries with big price increases 
in this period, the picture is very much like that of steel with prices 
rising whether demand was high, as in the winter of 1955-56, or low 
as in 1958. Certainly, one cannot say that the high level of prices 
in the more concentrated industries in 1958 over their 1953 level was 
due to the pull of demand. 

This leaves administrative action on the supply side as the answer 
to the administrative inflation. Here there are two possibilities. 
Many people have recognized the administrative character of the re- 
cent inflation and have referred to it as a cost- -push inflation, im- 
plying that labor has pushed up costs by forcing greater increases 
in wage rates than are justified by increased productivity. This is a 
logical possibility. But equally ‘logical is a profit- push inflation in 
which business increases prices to widen profit margins. Both cost- 
push and profit-push inflation could be occurring at the same time. 
Only a detailed study of each price-increasing industry would allow 
one to say how much was cost-push and how much profit-push in that 
particular industry. 

Such study as I have made of steel prices suggests that the steel 
price rise of the last 7 years has been much more a profit- push than 
a cost-push. The leaders of the industry have refused to give figures 
on costs per ton, even in the form of an index, but they have ad- 
mitted that since 1953 they have sought to widen their profit mar- 
gins. For the machinery industry, the Staff Report of the Joint 
Economie Committee found an increase in gross profit margins of 
52 percent for electrical machinery and 32 percent for nonelectrical 
machinery, but no evidence that either unit wage costs or unit ma- 
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terial costs “rose enough to account for the sharp rise in the machinery 
and equipment price index. 

For manufacturing as a whole, it appears that labor productivity 
has gone up almost as much since 1953 as wage rates so that labor 
cost per unit of output should not have gone up significantly and in 
many cases should have gone down if competitive forces were suf- 
ficiently strong to force prices to reflect reduced costs. 

From my analysis, I conclude that at the wholesale level, the prob- 
lem of serious administrative inflation is confined to a relatively few 
industries and that a public airing of the relevant cost and price data 
in a few such industries would go a long way in reducing the arbitrary 
use of market power which stands in the w ay of achieving maximum 
employment, production and purchasing power. Specifically, I be- 
lieve that a public hearing in which the actual changes in the labor 
costs and material costs per ton of steel were presented and evaluated 
in the light of the public concern with price stability and high em- 
ployment would have prevented much of the steel price increase. 
Very possibly such a hearing would have led to a settlement of the 
recent steel conflict without a prolonged strike. 

When we turn to consumer prices, we have a much more complex 
situation. Consumer prices for rent and other service items tend to 
lag way behind the changes in wholesale prices. In 1953, the prices 
for services were, in my opinion, well below the level that would 
represent balance with the rest of the price level. If one goes back 
before the great depression, one finds that the index of service prices 
had not risen nearly as much by 1953 as had commodity prices. Some 
of the rise in the consumer price index was unquestionably due to this 
eatching up and should have been accepted as appropriate. Then, on 
many durable consumer goods, the abnormal postwar scarcities had 
created abnormal distribution margins so that after 1953, the retail 
prices of such commodities should have come down, thus offsetting to 
a greater or less extent the further rise in service prices. 

This fall in retail prices of durable goods was prevented by the rise 
in their prices at wholesale. If the price index at wholesale were kept 
reasonably stable, I believe the prices at retail cou'd be left pretty 
much to themselves. The very factors which make the prices of serv- 
ices lag in their adjustment to a changed price level, also make their 
prices relatively insensitive to moderate changes in demand. And if 
the wholesale price level is stable, competition at retail will keep an 
index of the retai! prices of commodities also relatively stab’e, with 
some prices falling as costs are reduced, others rising as cost increase, 
but the whole staying relatively stable. 

In this situation, the great value of the proposed bill is that by 
empowering the administration to hold public hearings and issue ad- 
visory statements where spec‘fic price increases appear to threaten 

national economic stability, the public attention can be focused on 
arbitrary price action. Iw ould not wish to see price control employed 
in neacetime to des] with such sitrations. But for some of our key 
industries, the public interest is so tied up with need for price stabi! ity 
that. some procedure for reducing the danger of arbitrary action is 
badly needed. 

As I see it, the problem is not to prevent all arbitrary action, but 
rather to reduce it sufficiently so that monetary measures can expand 
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demand to the level necessary for maximum employment and produc- 
tion without creating a significant rise in prices. 

If the principle of this bill is adopted and acted on, I believe a small 
number of actual hearings each year would suffice. Some of the arbi- 
trary increases in prices or increases In wage rates in excess of produc- 
tivity are saulalale unintentional. Without knowing more than is 
now available about costs of production, labor cannot adjust its legit- 
imate demands so they do not force unjustified price increases. Some 
of the pricing techniques of business carry an element of built-in infla- 
tion. Sometimes the price-maker is not concerned with the legitimacy 
of his prices, but might become concerned if there was a chance that 


arbitrary action would result. in a public hearing. In still other cases,. 


a public hearing might reduce the arbitrariness of price action. As 
long as prices are not determined within narrow limits by market 
forces, the public needs some mechanism for reducing the arbitrariness 
in the use of market power. 

So far, I have been speaking to the principle of the bill. When I 
examine the detail of section 2, I am struck with the clarity and sim- 
plicity of the proposal. There is no requirement for notification of a 
planned change in price. There is no problem of defining an industry. 
There is no requirement that anyone do anything except as the 
Government keeps track of what is happening or repeated as likely to 
happen to important prices and costs. 

Thus, if a particular price action seems likely to threaten national 
economic stability, the Government can make a more intensive study 
of the matter. Then, if the more intensive study makes it appear that 
price action threatens national economic stability, the Government can 
call a public hearing. Also, if the companies involved wish to justify 

rice increases on the basis of increased labor costs, wage rates can be 
tag into the purview of the hearing. Finally, the authority to 
issue advisory statements is available. 

Good as this bill is, I would like to suggest two minor additions 
which I believe would improve it. 

The provision for bringing wage rates into the hearing seems to be 
both desirable and necessary. But as the bill now reads, it stacks the 
cards against labor. If I were a manufacturer operating under this 
bill, I would make sure that any major price increases I made occurred 
at the time of wage increases. Then, if my price increases were ques- 
tioned, I would explain this on the ground of increased labor costs 
and point to the wage increases. This would either put the onus 


on labor or put labor in the position of having to justify the wage 


increase when it did not have access to the company’s costs and changes 
in productivity which would provide a basis for saying whether or not 
the increase in wage rates justified a price increase. 

Senator Crark. Let me interrupt, Dr. Means, because I am very 
much interested in that suggestion. It occurs to me superficially that 
if the manufacturer were to take the position that his price increase 
was required by increased labor costs, the burden of proof would be on 
him rather than the other way around. 

Dr. Means. Well, as the thing is now written, I think you would 
find that they would not argue on the basis of labor costs per unit of 
product, but on the basis of the price of labor—that is, wage rates— 
and they would confuse the issue in a matter of minutes. 
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The point was very vigorously enforced upon me by something that 
came in my mail yesterday. The American Iron and Steel Institute 
publishes a “Steel Facts” document monthly. And in it, they have a 
chart which shows a comparison of steel’s employment costs with 
Government price indexes. 

Now, if you just look at the title, your normal instinct is to say, 
“The cost per unit of product.” Actually, the index they present is 
the average hourly employment costs, really, the price of labor per 
hour to the industry. And they show a very marked rise in the price 
of an hour of labor to the industry, much greater than the increase in 
steel prices or the wholesale prices. 

_ There, in almost a page of text describing and pointing to this ter- 
rific increase in labor costs, it is not until you come to the very last 
o»aragraph, a very short paragraph, that the subject of productivity is 

rought into the picture at all. 

Then, the paragraph reads, “While there is no truly satisfactory 
method of measuring steel output per man-hour, per man-hour 
worked, or total effect of productivity, Government data indicates 
that output per man-hour has gone up more slowly in steel than it 
has in the economy as a whole during the last 10 years.” 

That reference is the only reference to productivity. Yet, in this 
comparison of what has happened to steel prices and the wholesale 
prices in general and labor costs, it must be after an adjustment for 
productivity, not before. 

Senator Crark. Who published that document? 

Dr. Means. The American Iron and Steel Institute, the official 
trade association for the steel industry. 

This is exactly the sort of material that was presented before the 
committee studying administered prices. 

Senator Ciark. I notice in your next paragraph you suggested an 
amendment to which, personally, I have no objection. You want to 
insert “in excess of increases in productivity.” But I am wondering 
if what we are not dealing with here is really a matter of procedure, 
a matter of whose obligation it is to go ahead with the evidence and 
that perhaps this is an internal administrative matter which it would 
be wiser to leave to the public hearing agency designated. 

I have no firm views on that. I am just throwing out the sugges- 
tion to you. Just how far do you want to go into the statute in 
attempting to define “procedure” ? ‘ 

Dr. Means. I would say that the pattern of action you will get 
from business would be markedly different and much more construc- 
tive if such a requirement were included, because, then, their evidence 
would be pointed to, not the increase in wage rates, but the increase 
in labor costs. 

Senator Ciark. I think you make a good point there, and I am 
interested in it. ' 

I want to ask you this: As an economist, do you think your pro- 
fession is pretty well committed to the principle which those suggested 
words would write in, that is, that increases in productivity are, ipso 
facto, justifications for an increase in hourly wage rates? 

Dr. Means. I did not want to imply that. And, as a matter of fact, 
the proposal I was going to read was a little different from the way 
I have written it. I have in my written text, “In excess of increases 
in productivity.” 
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I am not there referring to the national productivity and the prob- 
lem of wage rates in relation to productivity. I want to insert so 
that it maybe is clearer, “in excess of increases in its productivity.” 

It refers to the labor produc tivity in a particular company. Then, 
it is perfectly clear, and there is no connection with this other item. 

Certainly, I think the profession would be perfectly in agreement 
with me that if labor costs have stayed the same for a particular com- 
pany or industry, the fact that wage rates went up does not mean or 
does not provide a justification for a price increase. 

Senator Proxmime. If the Senator would yield just at that very 
point? It would seem to me that it might be better if there were wage 
increases for actual increases in productivity. Thereby, not prejudg- 
ing it, it seems to me that some dispassionate observers would say that 
labor should not enjoy the full benefit of increases in productiv ity. On 
the other hand, some might feel they should. Anyway, it would put 
the hearing in a position of matching the wage increase, which is, 
asa matter of fact, the productivity increase which may be established, 
or might not be. 

At any rate, it would be elicited from both sides. And then, on the 
basis of these two factors, they could get together. But to say to 
management, “Give us the excess over productivity,” it seems to me 
means that you are going to be put into the position of asking for a 
figure which is going to be subject to dispute right off the bat. 
Whereas the wage increases they can give factually and give, then, the 
basis for the productivity increases. 

Dr. Means. There isa third way here. If, instead of saying, “wage 
increase,” you said, “increases in labor costs,” that would tie the thing 
right down. 

Senator Proxmrke. For whatever it is worth, I would prefer to have 
both, the wage increases and the productivity and then let the 
hearing 

Dr. Mrans. I think you have got a real problem because if what 
they can do is to come in and just say, “Look, wage rates went up,” the 
way the steel industry is doing in this chart that T pointed to, the 
public understanding can be greatly confused and issues can be mud- 
died rather than clarified. 

Senator Crark. Let me explore that with you a little further briefly 
because I think this is important. 

You suggest changing the phrase, “wage increases,” to the phrase, 
“labor costs.” Is that correct ? 

Dr. Means. I would suggest that you might put in labor costs in- 
stead of wage increases because if they are trying to justify an increase 
in price and can show that their costs have gone up, that can be ¢ 
possible justification. If their prices were right to begin with, then an 
increase in labor costs per unit can justify a ‘higher price, 

Senator Crark. And conceivably, labor costs could have gone up 
for any one of several reasons other than a wage increase. 

Dr. Mrans. That is right. And they could not use a wage increase 
that did not inerease labor costs as part of their argument. 

Senator Crark. Another related point has to do with to what extent 
incteased labor productivity automatically justifies higher wages to 
the extent of 100 percent. And to what extent there is “not eround at 
least for argument that since some of that increased labor produc- 
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tivity may result, not from the efforts of labor, but from increased 
automation and perhaps management engineering and the like, that 
part of that should go (a) to management, and (b) to stockholders. 

You would admit that possibility, would you not? 

Dr. Mzans. I would say that the problem is one of those issues that 
has not received the degree of attention it desreves, that I do not think 
the profession has reached the point where it can make a recommenda- 
tion. Inthe first place 

Senator Ciark. Therefore, we should not tie it down with specific 
legislative action which would inhibit the administrative flexibility. 

Dr. Means. No, I would not. No, definitely not. 

Senator Cuark. I think Senator Proxmire’s suggestion that we 
state the language in the alternative would probably be a very good 
way of getting at it. 

Dr. Means. The big thing is to make it clear in the legislation that 
when a firm choses to defend a price increase on the basis by bringing 
in the issue of wages, and that seems to me perfectly appropriate, it 
should be forced to bring it in on the basis of costs, not on the basis 
of the price of labor. That is the fundamental issue, and if you will 
find the language that will take care of that, I believe the bill would 
be improved. 

Senator Crark. You have another suggestion. 

Dr. Means. Yes. 

My second suggestion has to do with the fact that a price which 
fails to be reduced when sizable reduction in costs occur can be just 
as inflationary as one which actually rises. In a free enterprise econ- 
omy, some prices must rise because costs rise. If the level of prices is 
to be stable, goods whose costs fall must be reduced. 

For this reason and to make the bill more effective, I suggest add- 
ing, in the last line after “(a) price increases, prospective or actual,” 
the following phrase, “or price rigidity in the presence of increased 
productivity.” 

Now, that brings in productivity, but I think since we are here only 
concerned with the starting of an investigation, the freedom to the 
President to exercise judgement as to whether costs have gone down 
in an industry to the point where an investigation is needed 

Senator Ciark. Let me be the Devil’s advocate for a moment and 
ask the question which I am sure Senator Bush would ask if he were 
here. What sort of a position do you put the President in if you add 
to section 7 the language you have just suggested? Is this not going 
to call upon him to keep constant oversight over the prices in all of 
these industries where the changes in price appear to threaten the 
national economic stability ? 

So, the situation in steel where you have an incipient labor dispute 
and everybody in his right mind knew that might result in increased 
prices, you would have the President calling a public hearing to de- 
termine why the price of a Cadillac had not been reduced, despite 
the fact that automation and other increases in labor productivity 
made it feasible to do it. 

I am just wondering whether we want to go that far right now. 

Dr. Means. If I were advising the President at this point, I would 
suggest to him that the failure of the price of a Cadillac to come 
down, whether I believed it should come down, did not threaten na- 
tional economic stability and nothing would happen. 
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On the other hand, supposing that the price of steel is stable over a 
long period and rapid automation cuts costs to 80 percent of their 
present level and the price of steel does not drop. I think you then 
have a real problem. 

Now, if the President delegated the responsibility to some agency 
with a relatively small staff to watch prices and productivity in the 
areas where that group thought the effect of price was important to 
national economic stability, they would have no great difficulty in 
culling out most of the situations that they needed to pay attention 
to. And they would find themselves with a relatively small group of 
situations where they said, “If price does not maintain a reasonably 
constant relation to costs in this small group of industries and situa- 
tions, we need to look into it.” 

So they would keep track of changes in productivity by very crude 
indexes and changes in price by very crude indexes. And when they 
saw a major discrepancy, they would pass a memorandum to the 
President, suggesting a hearing. 

Senator Ciark. Let me ask you a specific question to see whether 
you go this far. I do not want to be indicated as having any view of 
this myself at the moment. I think we all know that the price of oil, 
of gasoline, in this country, for years, has been maintained at an arti- 
ficial level through the device of a posted price which is followed by 
all producers. This, in turn, has no relationship, as I understand it, 
to costs, particularly with respect to Middle Eastern oil. So that the 
companies, I am advised, this may be incorrect, could frequently have 
easily decreased the price of oil substantially because their costs were 
going down all the time as low-cost Middle Eastern oil came into 
greater and greater production. 

Would it be your view that if this bill were amended, as you 
suggest, that is the kind of situation where the President might well 
call for public hearings? 

Dr. Means. I would have to look into a particular industry, but 
as you have described it, yes. I would not think 

Senator CiarK. I again query whether we want to go that far at 
this time. 

Dr. Means. I would not think that this bill was aiming to get 
prices into line with costs. That is, if an industry is in a position to 
have a wide profit gap, that is one matter. But the role of this bill 
is to reduce the extent to which they widen the gap either way. 

Senator Crark. It is interesting to me anyway. Does it not in- 
volve an implied value judgment as to how big a profit is in the public 
interest. because, in effect, you are saying that even though a price 
does not go up, if productivity increases to such an extent that profit 
goes up substantially, then it becomes a matter of public interest, justi- 
fying the intervention of the President in bringing the weapon of 
publicity to bear on the profits of the company which has not cut its 
price. 

I give you, for example, the drug industry, and I wonder how far 
we want to go in this regard. 

Dr. Means. You see, what I think the bill—this bill does not 
require the President to exercise judgment as to whether profits are 
too high or not high enough. It does put him in the position of 
saying, when there is a change that is significant from the point of 
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view of national stability, not the level of profits, but a change in the 
level of profits. I think that is implicit in the bill as it is now 
drawn. That is in saying that having a hearing where there is a 
prospective price increase, let us assume that the present prospective 
price increase will increase profits. ‘Then the bill is saying that where 
their profits are going to be increased, if the public interest would be 
badly affected from the point of view of economic stability, the 
President is authorized to hold a hearing. So that I think in just 
the same sense in which you are suggesting that my proposal intro- 
duces profits, the present proposal introduces profits. But I think it 
is only the change, not the absolute level. 

Senator CiarK. I agree with you that the present bill does intro- 
duce profits. I think it should, but it hangs its authority for intro- 
ducing profits on the fact that price increases are now the focus of our 
thinking and pretty substantially recognized to be a bad thing, per 
se. I do not think we have gotten to the point in our thinking yet 
where the maintenance of a price is in that category. At least, I am 
inquiring whether you think we have. 

Dr. Means. I would say that if we can prevent all prices from 
going up—now, I am just being very general. I do not want to have 
this bill apply to all prices—but if we had all prices only going up 
where costs went up and no prices going down, no prices going down 
where costs went down, we would necessarily have an inflationary 
situation. 

If you can prevent all prices from going up unless there is an in- 
crease in costs, and some of them will have increased costs, and you 
do not have any prices going down, then you have got a one-sided 
situation, and you are bound to have inflation, a creeping inflation. 

Senator Crark. I think you make a very good, logical case for 
your position, and I am just wondering whether—as a practical 
matter—we have arrived at the place where in the 86th Congress, 
we can go that far or should wisely attempt to. 

Dr. Means. I think we have to rely on the Congress to make that 
decision ; I would not make it. 

Senator Ctark. Thank you, sir. 

Does that conclude your statement ? 

Dr. Means. That does conclude my statement. There is another 
paragraph ; I do not need to read it. 

Senator Ciark. Let me congratulate you, Dr. Means, on a very 
able and comprehensive and most illuminating statement. It certainly 
has been helpful to me, and I am sure to other members of the com- 
mittee. 

I am asking Mr. Semer to give you a copy of a letter which the 
chairman of this committee received from the Acting Secretary of 
Commerce. I want to call your attention to the paragraph which 
reads as follows, and I am going to read it. Then I am going to 
ask you a question in connection with it. 

Turning now to the provisions of S. 2382, which would require public hearings 
in the event of certain wage and price increases, the Department’s view is that 
they would be directly contrary to our traditional free enterprise system op- 
erating on a supply-demand basis. To introduce, as is inevitable under the 
bill, Government influence in the determination of price and wage increases, 


would result in strong pressures preventing free exercise of business Judgment 
by those involved. The mechanism of public hearings as proposed in the bill 
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would promote more instead of less Government control and could result in 
price and wage controls by indirect means, the medium of publicity. 
For these reasons, the Department of Commerce recommends against enact- 


ment of S. 2382. 

I want to ask you whether the economic philosophy set forth in 
that quotation by the Department of Commerce is in your judgment 
obsolete. 

Dr. Means. Well, I think it iseven wrong. 

Senator Cuark. Is it not both? 

Dr. Mrans. It is both. Partly, it is wrong because we, in our free 
enterprise system, have adopted the position that where a corporation 
has so much power over markets, the public interest requires regu- 
lation such as railroad, public utility, telephone, and we have not 
hesitated to regulate. It is part of our free enterprise system. 

Senator Ciark. And this has been the case for over 100 years, has 
it not? 

Dr. Means. Oh, quite. We have said, where the evidence is clear 
that market power is destructive to the public interest or can be used 
destructively to the public interest, we will introduce regulation. We 
have not, up to this time, regarded the so-called competitive industries 
as requiring regulation. 

I believe that if we have to choose between the so-called supply and 
demand control, which clearly does not work in the concentrated in- 
dustries, if we have to choose between that and Government regulation, 
I believe that the public interest would require Government regulation. 
I feel that the present bill has the freedom that goes with free enter- 
prise and that it will exercise some reduction in the Senate to which 
arbitrary power is exercised against the public interest and that this 
very small modification in the direction of reducing market, untram- 
meled market power is very much in the public interest and completely 
consistent with our free enterprise system. 

Senator Ciark. Thank you, Doctor. I agree with you. In my 
judgment, the position of the Department of Commerce very clearly 
states an issue between plutocracy and democracy. 

Thank you very much. 

Dr. Means. It wasa pleasure. 

Senator CLarKk. Thank you, sir. 

Our next witness is Mr. Stanley Ruttenberg, director of the de- 
partment of research, AFL-CIO. 

Mr. Ruttenberg, let me apologize to you for the verbosity of the act- 
ing chairman, which detained you longer, I know, than you want to 
be detained. 


STATEMENT OF STANLEY H. RUTTENBERG, DIRECTOR OF 
RESEARCH, AFL-CIO 


Mr. Rutrenserc. Senator Clark, may I just introduce my statement 
for the record. 

Senator Ciark. The statement will be admitted as a part of the 
record and appear at the close of your remarks. 

Mr. Rurrenserc. While I was sitting here this morning listening to 
the very interesting testimony of Congressman Reuss, Senator Ran- 
dolph and Dr. Gardiner Means, I wrote a summary of my statement. 
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If I may read these four pages, I think they will summarize my state- 
ment in a short time. 

Senator Ciark. Please let me ask this off the record. 

(Discussion off the record.) 

Mr. Rurrensere. I find myself in a peculiar position: I am in com- 
plete sympathy with the objectives of this bill and with the outline 
of the testimony by Dr. Means in terms of the need for growth in the 
economy and for price stability, et cetera. At the same time, however, 
I find myself in disagreement with the specific terms of the bill. 

Let me explain. I should most certainly like to see the Council of 
Economic Advisers and the President of the United States discuss the 
overall objectives and goals of the American economy not only in their 
annual report, but also in semiannual reports and even more frequent 
reports. Such reports would spell out the concepts of growth, dis- 
cuss the problem of price stability, report on monetary and credit 
policies, as well as place a public light on the price problem. 

But the real question is: Should the Employment Act of 1946 be 
amended to accomplish these objectives ? 

As it now stands the act requires all of these, except the hearing 
concept and the President’s hearing on prices and wages. In previous 
administrations, the President and the Council of Economic Advisers 
did almost all of the things included in this bill. They did spell out 
goals. They did spell out a discussion of growth and prices and 
monetary credit policy. Even this administration has commented on 
prices repeatedly in its reports. 

I have attached to my statement a half a dozen excerpts from the 
Council of Economic Advisers’ reports from each year since 1955 in 
which they have dealt specifically with the price problem. 

To amend the act in the way in which S. 2382 suggests, therefore, 
would not resolve the substantive issues of growth and price stability 
and employment, et cetera. 

Senator CiarK. It admonishes the Executive to do what the Legis- 
lature initially intended and which the Executive has failed to do. 

Mr. Rurrensere. I have written precisely, “because the President 
and the Council of Economic Advisers have failed to carry out these 
objectives that are now stated in the act.” 

enator Ctark. And have excused themselves on the grounds that 
the act does not require it. 

Mr. Rutrenserc. Yes. That was Dr. Burns’ position. Personally 
I totally disagree with it. I think the act does require it. 

The act, in my judgment, should not be amended to have them carry 
out the intent of the original act. I think we should devote more 
time to the substantive legislation and less time to getting language 
in legislation. Even if we are successful in getting the language into 
legislation, it will not really resolve the real iohtsnie of prices and 
stability and growth. 

Senator Ctarx. Do you mind my interrupting ? 

Mr. Rurrenserc. Not at all. 

Senator Crark. You may be right about that, but committees of 
Congress have different missions and different jobs. And it is the 
mission of this committee to attempt to oversee the administration of 
the Employment Act and to try to persuade the Executive to do 
what the Congress intended. 
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There are lots of other committees of Congress dealing with this 
other matter, and if we devote less time to this, we will not devote 
any time to it at all. And we cannot devote more time to the other 
problems, because we are not on those committees. 

Mr. Rorrenserc. Yes. 

I pointed out in my longer statement, which has been inserted in 
the record, that it seems to me, the legislative history is very clear 
on this act. In any event, the act was carried out by the previous 
administration in annual reports and semiannual reports in a way that 
indicated a belief that such goals should be spelled out and such dis- 
cussion of these issues should be included. Rather than amending the 
act, therefore, I believe it is possible through hearings before this 
committee and through admonitions from “this committee to the 
administration and to the Council of Economic Advisers, to demand 
that they carry out the intent of the act. That is the point of my 
remarks, 

Senator Crark. Let me say this to you that “demand” is a little 
strong. In hearings last year and the year before, we certainly sug- 
gested and requested that they do this. And the answer was, “We 
do not have to because we are not required to by the act, and we will 
not.” 

Mr. Rurrenserc. On the other hand, let me refer to the amendment 
suggested by Senator Bush in his proposed S. 64, which sets forth 
the administration program. I believe that amendment would change 
the intent of the original act. I thoroughly and completely disagree 
with and oppose S. 64. 

My reasons are quite clear and specific: To give the problem of 
price stability equal. importance to maximum employment, production, 
and purchasing power in the language of the act, is, in my humble 
judgment, to subordinate the overall objective of economic growth 
to the problem of price stability. I do not think this ought to be 
done. 

I think they should maintain their equal relationship. This was 
what the original act intended. I certainly cannot help feeling that 
the concept of “purchasing power” in the combination of “maximum 
employment” and “production” and “purchasing power” does already 
incorporate to the best extent possible the idea of price stability. 
‘This is even recognized in S. 2382 by putting in parenthesis after 
“purchasing power,” words “including the concept of price stability.” 

Senator Crark. I wonder, Mr. Ruttenberg, whether to some extent 
we are not fencing with windmills in this whole thing. I think I 
agree with you, see if I do, that there are three prongs to this fork— 
maximum employment, maximum purchasing power, and relatively 
stable prices. That they all have equal weight and that no one of 
the three necessarily is inconsistent with either of the other two. 
Would you agree so far? 

Mr. Rurrenserc. Yes, I do. 

Senator Ciark. Then, what is the harm in Senator Bush’s bill? 

Mr. Rurrenserc. Well, because I think Senator Bush, in his bill, 
specifically adds a fourth point, “relative price stability.” This ad- 
dition to “maximum employment and production and purchasing 


power” puts major emphasis on the issue of price stability in obtain- 


ing these objectives 
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I think we can have all of them: Maximum employment and pro- 
duction and purchasing power, with relative price stability. But I 
think if we try to do what this administration has done in its eco- 
nomic programs over the last 7 years by placing emphasis mainly 
upon fighting inflation and price increase, we will get instead only a 
reduction in the rate of economic growth. Senator Douglas very 
clearly expressed the issue this morning when he made the statement: 
“Unemployment is treated by the Federal Reserve Board as a built- 
in stabilizer for price stability.” That is what I think the intent of 
Senator Bush’s amendment is. 

Senator CiarK. I agree with you completely, but I think really 
what we are arguing about is semantics. I did not so interpret 
Senator Bush. 

I could be wrong, but if it is just words we are talking about, I do 
not think it is too important. 

Mr. Rurrenserc. Of course, I think the moment you amend the 
act and add this phrase, it gives it that degree of importance. 

Senator Car. But you say the idea is in there anyway. 

Mr. Rurrenserc. The idea is in there anyway. 

Senator Crark. It makes the thing just semantics. 

Mr. Rurrensere. I think it is semantics just to add the words, but 
the words can be misused to give faulty emphasis. 

I would like to point out one thing. The Advertising Council of 
America is now embarked upon a nationwide ¢: impaign. Tam a mem- 
ber of the Public Advisory Board of the Advertising Council. Origi- 
nally they proposed to have a nationwide campaign against inflation. 

Senator Ciarx. One does not ordinarily think of you, SIT, as being 
Madison Avenue. 

Mr. Rurrensera. I have no power to do anything at all except to 
make a suggestion here and there and to try to prevent certain cam- 
paigns from taking effect which I think are against the national 
interest. 

In the Advertising Council’s program, they are now using three 
phrases in place of the original suggestion of “a fight again inflation.” 
“Economic growth, low unemployment, and relative price stability.” 

Senator Cuark. Is not this a retreat? 

Mr. Rurrensere. On their part, yes, I think it is. I would not have 
gone along with these three phrases if T did not think it was a retreat 
from their or iginal proposal to have a campaign against inflation. 

Now, for the more significant parts of S. 2382, namely, the hearing 
procedure for price and/or wage increases, prospective or actual. 
These proposals represent a departure from the original act. I would 
like to take a few minutes to comment on them. 

As I listened this morning to Congressman Reuss’ and Senator 
Bush’s discussion, I was struck by the fact they were talking about 
a collective bargaining dispute that they believed may have affected 
national economic stability, namely, the steel dispute. 

If that is what this section of the bill, section 7, is designed to reach, 
let them look at labor-management legislation and not the Employ- 
ment Act. 

Senator Crark. Let me interject that this bill was introduced well 
before the steel strike. 

Mr. Rurrenserc. I am aware of that. 
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Senator Ciark. So it is a coincidence, in a sense. 

Mr. Rurrenserc. Yes. As I just said, I was struck by that discus- 
sion, because that was one of the aspects which Congressman Reuss 
emphasized. I am going on to mention some other aspects of the bill 
as well. 

In a situation like the recent steel dispute, I believe fact finding with 
the power of recommendation by a public body is essential and neces- 
sary and would have settled the steel strike more quickly. Had the 
President been willing to step into the picture and do that, I think it 
would have shortened the strike. But I do not think that this notion 
is accomplished through this type of amendment to the Employment 
Act. 

If, on the other hand we also want to concern ourselves with the 
problem of administered prices by S. 2382’s amendment of section 7, 
then it seems to me that Senator Kefauver’s antitrust subcommittee’s 
investigations could be far more effective in given situations (such as 
the steel, auto and the drug hearings) than the kind of public hearing 
provided in this bill. The latter would be called only at the discretion 
of the President and referred to any group he might choose. It might 
go to the Federal Trade Commission; it might be the Council of 
Economic Advisers or it might be some other committee. In any case, 
it is clear he would refer it to some agency or body. 

I would much rather see exercised the power that is inherent in the 
the congressional committee, the Antitrust Subcommittee, the Senate 
Judiciary Committee under Senator Kefauver. Although it has not 
been exercised yet, I should prefer that the subcommittee use the 
power to subpena the records and get the facts. It would be better 
to look at these situations through that kind of an eye rather than 
through the eye of a hearing which the President might call through 
some agency which he has the right to designate at some future point. 

Senator CLark. May we discuss that briefly for a moment? 

In the first place, are you advocating legislation or just a continu- 
ance of committee hearings by Senator Kefauver’s committee and the 
like? 

Mr. Rurrenserc. At the moment, I am advocating the continuance 
of the kinds of hearings Senator Kefauver has been holding and the 
possibility of developing legislation that grows out of the problems 
that arose during the course of his hearing on steel, on autos, on drugs, 
and so forth. 

Senator CiarK. This is fundamentally the antitrust approach, is it 
not? I am not saying I disagree; I am just suggesting this is not 
politically feasible now or in the immediate future. Perhaps if you 
will make the basic assumption with me, which you may not be pre- 

ared to make, that immediate legislation in this area is highly un- 
fikely, then I suggest to you that it may be a wise thing for the short 
run, at least to provide an executive forum as distinguished from a 
legislative forum to concentrate public attention on these problems in 
the very limited field which this bill attempts to cover. You get a 
far greater impact on public. opinion if it is something the President 
does than if it is something a Senate or a House committee does, no 
matter how dedicated or distinguished the members of that committee 
or staff may be. 
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Mr. Rurrenserc. Of course, that is true, Senator Clark. But in 
terms of S. 2382, where the President is given the discretion to call a 
public hearing in the first instance and, in the second instance, can 

call it when it affects the national economic stability, I can interpret 
the national economic stability to be very wide or very narrow, very 
broad or very general. 

Senator CLark. The only answer that I could make to you on that, 
and I suspect you will agree with me, is that tools are no better than 
the men who use them. I suggest that we should not refuse to provide 
a tool merely because the present potential user is not the workman 
which you and I would choose if our views were to prevail at the 
ballot box. 

Mr. Rorrenserc. Of course, that is true, and that is why I really 
approach this problem from the other point of view. When a price 
issue that is going to affect the national economic stability arises in a 
price-wage arena—and I am going to have something to say about the 
wage aspect in a moment—it then becomes a national dispute i issue and 
not an issue solely in the economic area. It is a dispute affecting na- 
tional security. At that point, it would be far better for the Presi- 
dent’s authority to come from labor- management legislation rather 
than under the Employment Act. If it is charged under the Employ- 
ment Act, under present language, the authority is too general in terms 
of when he could call a hearing, before whom the hearing would be 
held, under what conditions it would be held. In the pr esent proposed 
langu: age, it is not compulsory for the President even to issue advisory 
statements. 


Under S. 2382 a hearing could be held, he might decide it is not wise 


to issue an ‘advi isory statement, and he is not instructed to by the law. 


Senator Car. Let me agree with everything you say, Mr. Rutten- 
berg, and I think I did. This mild little measure some of us think is 
better than nothing, and I wonder if you would not agree with that. 

Mr. Rurrennerc. Better than nothing? 

Senator Ciark. Let’s forget about Emerson. We are not going to 
hitch our wagon to very many stars for the rest of the 86th Congress. 

Mr. Rurrenserc. I amsure of this. 

I would say that certainly it looks as if it is better than nothing, but 
I do not think we would get very far even if we had it. 

Senator CLtark. Can I [ ret an admission against interest out of yout 
This is loaded, so look out for it. 

Mr. Rutrensere. I will watch out. 

Senator CLark. Would you be willing to tell us that there is nothing 
in this bill that is inimical to the interests of organized labor? 

Mr. Rurrenserc. I think there is something in the bill that is 
inimical to organized labor. That is the next point which I have in 
my comments here. 

Senator Ciark. Right. 

Mr. Rurrenserc. If we are talking here in terms of this bill of the 
wage increases, prospective or actual, spelled out in subparagraph (b) 
in section 7 of S. 2382, then I do not think the bill is feasible. 

First of all, there are many costs involved in a price increase prob- 
lem. To single out wages is to look only at part of the picture. 
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Senator CiarK. Let me point out to you the bill does not single out 
wages unless management, which is called first before the board to 
just tify the price increase, then purports to pass the buck. 

Then if they do pass the buck, all this says is we will look into it. 

Mr. Rurrenserc. Well, as I read the bill, where you break it into 
parts (a) and (b), price increases, prospective or actual, and wage 
increases, prospective or actual, even though you do have the 
parenthetical expression following part (b), “and the relationship of 
the price increases thereto,”’—— 

Senator Ciark. It says: “Which the firm involved declares to be a 
cause of the price increases specified”—which I think fixes that, do 
you not? 

Mr. Rerrenserc. I have talked about this bill with some of the peo- 
ple on both the House and Senate side, and asked for an interpretation 
of what that really meant. I have been told (as I think Congressman 
Reuss commented here,this morning) that if this bill had been in 
existence last year, the President could have held a hearing during 
March or April in the very early days of the collective bargaining 
situation. At that point there was a demand on the table for a w age 
increase from the union to the steel industry and the steel contract. did 
not expire until June 30th. I have been told the President could have 
held a hearing at that time under this bill. 

At that time, what would he have held a hearing on? The wage 
increase demanded? At that point at least even the industry was not 
talking about a price increase. It was talking about inflationary 
aspects of the wage increase, that they were going 

Senator Ciark: That was “gobbledy-gook” for a price increase, 
was it not? 

Mr. Rurrenserc. Certainly it was. But it seems to me that. this 
interpretation which just singles out wages ignores the whole problem 
of the many, many other factors involved in a cost picture. 

Senator Crark. Are not all the other factors under the exclusive 
control of management? Is this not the only one which is not? 

For example, stock options and overhead and profits, all those 
things, are under the exclusive operation of management, are they not ? 

Is not labor cost the only thing which is not? 

Mr. Rutrensere. I am inclined to—Well, let me answer your ques- 
tion this way: I am inclined to think that the amendments to the 
Revenue Act of 1954 which permitted research and development costs 
to be written off as a current cost in the current year provided an added 
cost factor. The law previously had required such costs to be capi- 
talized. With the change in the law, this added cost factor justifies a 
price increase for the corporation. 

I am not objecting to research and development. Without re- 
search and development, our economy would not grow and would not 
have the necessary increased production opportunities that have been 
produced through automation and advanced technology. 

But here is an example of a way in which costs can be built up that 
has no relationship to the wage problem. 

Senator Criark. I agree with you on that, but since is has no 
relationship to wage costs I do not. see how it could be dragged in to 


a hearing of this sort in a way which would be inimical to the inter- 
ests of labor. 
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Mr. Rurrenserc. No; it would not be dragged in to a hearing in 
any way inimical to labor. Yet this is a cost factor which also ought 
to be singled out, but it is seldom mentioned. 

For example, consider the depreciation charges in the 1954 law. 
The sum-of-the digits accounting procedure, rather than a straight- 
line accounting method, permit a “jar ger share of the cost, to be written 
off in the first half of the life of the ‘product. This also adds to cost. 

Senator Ciark. This is true. 

Mr. Rurrenserc. So these ought to be singled out if wage increases 
are singled out with other costs of business. 

Senator Crark. Well, no, there is where I stick. I agree these are 
factors which have a very real bearing on costs, but I tend to disagree 
with your conclusion that they should be singled out. 

Why should they be singled out? Why do they not come into sub- 
section (a) automatically ? 

Mr. Rurrenserc. In my judgment, of course, they have to come into 
subsection (a). They do come in to any discussion of any price in- 
creases. But what happens here in terms of this bill is to s say, “Let’s 
look at the price increase in subsection (a) under section 7.” Then 
you look at z price increase, and all these factors come in—the salary 
cost, the stock option cost, depreciation, research and development, 
and material costs. All these other costs enter in—to say nothing of 
the cost factor which was responsible in the main for the price in- 
creases of the 1957-58 period—as we moved into recession. 

This factor was mentioned two or three times this morning. Senator 
Doug: as summed it up by asking Gardiner Means whether some 

“economic jargon” ’ would not have been better to explain it. The 

“economic jargon” would bring out the fact that when production 
is declining, overall costs are then spread among a fewer number of 
units. Because the overall costs must. be applied to a smaller number 
of units the cost per unit of production rises. This higher unit cost is 
justification for a price increase. 

This is bad, of course. <All of this would enter into the picture. 

Senator Cirark. Let me ask you this: If you will take a look at the 
bill, would you be content if we put a period after the word stability 
in line 1 and struck out everything else down to and including the 
word section in line 5¢ 

I think the bill would mean just exactly what it does now and you 
would not. have any singling out. 

Mr. Rurrenserc. I agree. From that standpoint, I think that 
would be an improvement in the bill. I think rather than striking 
wages out I would not object to seeing wages mentioned as long as 
wages were mentioned along with all the other factors that. go toward 
an increase in costs problem. 

Senator Crark. I am not saying I disagree with you, but I am 
wondering whether you would not say that this is really again a 
question of psychology and semantics rather than question of the 
appropriate drafting of the statute. 

Maybe we ought to get into psychology and semantics. I am not 
saying we should not. But my suggestion is that it means the same no 
matter what you call it. 

Mr. Rorrensers. I agree with you that if you drop everything 
from the end of line 1 down to the word section on line 5. vou would 
take care of the problem just as well with subsection (a) on line 25. 
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Senator Crark. And the alternate method you suggest would be 
to specify in subsection (b) and maybe in subsections (c), (d), and 
(e) other factors than wages? And if we did that, would this increase 
your enthusiasm for the act ? 

Or, rather, let me put it this way: Would this decrease your op- 
position to it? 

Mr. Rorrenserc. It would eliminate some of the opposition we 
have toward the bill. 

The other point I would like to make in this connection is that this 
bill would inject itself into the issues of collective bargaining. Here 
I find myself in agreement with some very conservative philosophy. 
This philosophy believes that the Government ought not to inject 
itself into the general issues of collective bargaining. Having to 
agree with this much conservative philosophy scares me at times. 

Senator Ciark. You would not go so far, would you, as to as- 
sociate yourself with the objections to this bill made by the Secretary 
of Commerce which we have been discussing ? 

Mr. Rourrenserc. Yes; that is what I was referring to, this para- 
graph that you read to Dr. Means a moment ago. 

Senator Ciark. You do not go along with that, do you? 

Mr. Rurrenserc. No; I do not go along with that. I agree with 
Dr. Means. Your question was: Was this obsolete? He said he just 
does not believe it is true. 

Senator CLarKk. He just thinks it is wrong. 

Mr. Rutrrenserac. He thinks it is wrong. Yes; I agree with that 
fully. ‘ 

Let me just say then in conclusion—and I see these notes, which I 
originally thought were going to take me 5 minutes are taking me 
longer than that. 

Senator Ciark. That is my fault. 

Mr. Rurrenserc. No, no. 

Section 7 seems to have been put in the bill because of price rises 
that have taken place in the post-world War II period the price in- 
creases seem to be the real reason why it is being proposed. We have 
heard that the Consumers’ Price Index hits a new peak every month. 
It may skip a month or two but every rise is announced as a new peak. 
This rising level of the index has been built up to mean we have ter- 
rific inflation in the United States, and we ought to do something 
about excessive price increases. 

This raises a very serious problem in my mind. 

If we look at the Consumers’ Price Index in the post-World War IT 
period we find, interestingly enough, that 75 percent of the price in- 
crease in the Consumers’ Price Index from 1946 through 1959 took 
place in 3 years. 

I need not spell this out for you, because I am sure you are familiar 
with the details of what happened in the 1946 to 1948 period and the 
year 1950-51. 

In recent years we have had a more stable price situation, except for 
the period 1955-58. I think the 1955-58 increases raise some partic- 
ular problems discussed very adequately in the Joint Economic Com- 
mittee staff report that Dr. Eckstein issued. More specifically, 
the paper for the Joint Economic Committee prepared by Prof. 
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Charles Schultz, of the University of Indiana, deals with the 1955-58 
period and explains some of the reasons for the price increase there. 

During the past year, of course, wholesale prices have declined. 
The Consumers’ Price Index between 1958 and 1959 rose less than 1 
‘percent, and the potential outlook for 1960 shows that price increases 
will probably be very slight indeed. The most conservative business 
economists are agreeing with the forecast of relative price stability 
for the next year. 

We have to examine, therefore the causes of price rises that have 
already taken place. Instead of an overall hearing procedure on 
price increases, potential or actual, which affect the national economic 
stability, we ought to look at some of the real causes for some of the 
rapid rises in the Consumer Price Index, with particular reference to 
the 1946-48 and the 1950-51 period. 

Senator CLark. Let me say this to you: Of course most of the price 
increases since the war came during those two periods, and the reasons 
for those increases I think we are both familiar with without going 
into them here. 

But what gives me serious concern and why I feel that this bill is 
important is we have not done anything to hit at the creeping kind of 
aidan: which had continued without many long interruptions. 
There were some months it did not—and which some of us think—was 
caused in large part by increased prices in administered price indus- 
tries. 

What do you say about that ? 

Mr. Rurrennerc. I agree with you fully that we ought to be wor- 
ried about this slow, creeping price increase that has shown up in the 
Consumer Price Index in each period of time. 

Senator Criark. I wish to interrupt for a second. Which would 
have been far greater had it not been for decline of agricultural prices ¢ 

Mr. Rurrensere. It would not have been far greater, but it would 
have been greater. 

I think when you look at the fact public transportation costs 
have gone up, medical costs and hospital care have gone up sub- 
stantially, 

Senator CLark. Service costs. 

Mr. Rurrenserc. Many service costs. The increase in newspaper 
prices is quite interesting when you think in terms of the 2- or 3-cent 
newspapers that now become 5 cents in some cities, 10 cents in some, 
and 15 cents in some. On a percentagewise basis this is quite a fan- 
tastic increase. But it comes about for peculiar reasons. 

Senator Ciark. First class postal rates. 

Mr. Rurrennerc. I think we ought to do something about postal 
rates for magazines and papers. I agree with you, I think, on this 
problem. 

Another interesting aspect of the price problem is the rise in the 
price of automobile insurance. This is one of the rising service costs. 
Why have car insurance costs risen? Fantastic changes in the auto- 
mobiles themselves are a reason. I have a 1956 Chevrolet. I broke a 
windshield on it. It cost the insurance company $132 to replace that 
windshield. 

Now, imagine. That is a 1956 model. If I had had a 1959 or a 1960 
Chevrolet with the windshields that come back over the top of your 
head, that cost would have been fantastic. 
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This is the kind of thing that drives up insurance costs. 

Hospital costs and medical care need to be examined. What has 
been responsible for this slow, creeping increase that has taken place? 

Senator CuarK. Maybe the highway program ought to take its share 
of the blame for the increase in automobile insurance rates, because 
the accident rate is really beginning to frighten a lot of people. 

Mr, Rurrenserc. This gets us back to the problem of whether one 
of the solutions to keeping the Consumer Price Index down might 
not be greater Government expenditures on the road program to build 
better roads to cut down the accidents and improve the safety record 
so insurance rates could drop. 

This is just one example. The same approach could be useful for 
medical costs, hospital costs, and other service costs that I think we 
have to examine. 

This is why I do not think that a bill directed toward price increases 
that appear to threaten the national ecomonic stability would reach 
many problems which should be examined. An increase in insurance 
costs for automobiles or an increase in medical costs or an increase 
in hospital costs is not threatening the national economic stability. 

Senator Ciark. You say you think it is? 

Mr. Rurrenserec. I do not think it is. 

Senator Ciark. I do not either. 

Mr. Rurrensere. I do not think it is in terms of this definition. 

Senator CiarK. I do not either. 

Mr. Rurrensere. I think it is ridiculous. I think these price rises 
cause great hardships but their effects are not so broad as to come 
within the scope of this bill. 

This bill itself, therefore, would not reach these problems, but we 
must find ways to deal with them. 

Senator Ciark. I agree with you on that, and I think the only dif- 
ference between you and me, as we develop this, is I admit this is a 
very timid little step but I think it is worth taking, and you are 
dubious as to whether it is or not. 

Mr. Rurrensere. I think that is a good summary of the position. 
I should like to make just one additional point in closing. It explains 
further why I think the step is so minor that we ought not to take it. 

Let’s look at the problem of some less advanced parts of the econ- 
omy. If we had time I would discuss the problem Gardiner Means 
raised of price reductions in areas of increased productivity, or, as he 
puts it, “price rigidity” in the face of increased productivity. I would 
agree with Dr. Means that this is an extremely important part of the 
economy. It is essential that price decreases occur in those areas in 
order to offset the necessary price increases in other areas where pro- 
ductivity is not rising but where prices and wages and other costs 
ought to go up in order to justify the general situation. 

To get relative price stability while permitting price increases 
where certain costs have gone up, there should be some way to achieve 
price reductions in those areas of the economy where productivity has 
risen faster. 

From that point of view I agree with Dr. Means. 

‘ This leads into my last point. Industries like textiles and apparel 
are parts of the economy considered backward in terms of the price 
structure and wage levels of the individual workers. The president 
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of the Amalgamated Clothing Workers, Mr. Jacob Potofsky, pointed 
out the other day, “We have an industry in which our average wage is 
now $1.70 an hour.” He said, “I can recall when we first organized 
the men’s clothing industry. During the twenties we were up on the 
top of the heap of the wage levels of workers in American industry. 
This is no longer true.” 

It is no longer true because it is clear that wage costs there do affect 
prices more directly than does an increase in steel labor costs. ‘There- 
fore, you might well justify price increases in that area of the economy 
and, in exe hange, get price dec ‘lines elsewhere to achieve relative price 
stability. 

As I understand the terms of this bill, these “backward” areas of the 
economy would not get any consideration. 

{ think we must tackle that problem. 

In conclusion, I want to say that I think that perhaps some prog- 
ress will be made in this overall area as a result of some recent de- 
velopments. About 2 months ago the president of the AFL-CIO 
suggested to President Eisenhower that he call together the leaders of 
unions and management—important, responsible spokesmen, leaders 
in their industries and in their unions—to discuss these general prob- 
lems. The leaders would consider not only collective bargaining and 
industrial relations, but also the general problems of economic gr rowth 
and expansion, and the role which these two major groups should 
play. 

I think President Eisenhower indicated—I hope I am being fair 
to him—he had asked Secretary Mitchell to look into this problem and 
that Secretary Mitchell was looking into the problem, and that he 
hoped that sometime during the course of the spring of 1960 they 
would be able to convene some informal meetings of these people. 

I would hope out of these meetings of these people would come some 
suggestions about how to deal with the problem. 

I: agree fully with your objective, Senator Clark. I could not agree 
with it more fully—that we really want to get relative price stability 
in the economy, at the same time as we get maximum growth and 
production. 

I am convinced we would not get it through S. 2382 and that we 
ought to be concentrating more actively in other areas where we could 
get it. 

Senator Crark. Thank you very much, Mr. Ruttenberg, for a very 
stimulating discussion of this problem. 

(The prepared statement of Mr. Ruttenberg follows:) 


STATEMENT BY STANLEY H. RUTTENBERG, DIRECTOR OF RESEARCH, AFL-CIO 


During the past few years the American economy has not attained the perform- 
ance of which it is capable. While there has been some improvement in terms 
of national output and living standards, the rate of progress has been slow and 
frequently interrupted by serious recessions. 

There are three principal deficiencies in the way our economy has been 
operating. 

1. Recessions have continued to mar the postwar development of the economy. 
The 1958 recession was more serious than the recession of 1954 or 1949. Even 
today, 21 months after the low point of the recession, the latest monthly data 
show that the unemployment rate is still over 5 percent on a seasonally adjusted 
basis. At the comparable time after the 1954 recession, the unemployment rate 
was 4.4 percent and at the comparable time after the 1949 recession, 3.1 percent. 
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In addition, at the present time the full-time equivalent of individuals who are 
working only part-time because they cannot find full-time jobs would add another 
1 million to the count of the unemployed (about 1.5 percent of the labor force). 

2. Even in more prosperous times, our economy has not grown at a rate suffi- 
cient to meet America’s need for rising living standards, public services, and 
an adequate defense. While the rate of growth as measured by the increase in 
gross national product was 4.7 percent for the years 1947-53, from 1953 to 1959 
the rate was only 2.3 percent, barely more than the increase in the population 
so that there has been very little improvement on a per capita basis. 

3. The behavior of prices has caused a great deal of concern particularly in 
recent years. It is our belief that much of this concern has been exaggerated 
because the statistics show that the American economy has compiled a far better 
record for price stability than practically all the other industrially advanced 
nations. Nevertheless, organized labor is an much concerned as any other seg- 
ment of the population in preventing inflation and in taking whatever measures 
are necessary to maintain reasonable price stability. 

The economy’s failure to reduce unemployment below 5 percent and to attain 
a more rapid growth rate has invited speculation regarding the onset of the 
next recession. While the economy begins 1960 in a fairly strong position, many 
business economists join wjth us in forecasting another downturn starting some- 
time toward the end of this year or in 1961. 

Under these circumstances it is natural to ask whether the Government’s pro- 
gram, both in terms of enactments by Congress and policies of the Executive, are 
adequate to meet the needs of today’s economy. 

This committee has scheduled these hearings to discuss possible changes in the 
Employment Act of 1946. At the time of the passage of this law, the two major 
labor federations, then separate organizations, took a leading part in urging 
passage of this act. We think the act represents a milestone in setting guidelines 
for the role of Government in a generally free market economy. It represents a 
commitment by the Federal Government to work to achieve the objectives of 
maximum employment, production, and purchasing power. 

With this as background, let us examine more closely the bills which this com- 
mittee has under consideration. 


8.64 (SENATOR BUSH) 


This bill embodies in legislative language the President’s propsal “to make rea- 
sonable price stability an explicit goal of national economic policy.” (Economic 
Report of the President, January 1960, p. 71). 

While we recognize the good faith of those who have proposed this amendment, 
we think that.such a proposal is completely unnecessary and also harmful. The 
present wording of the act specifies that the goal of legislative economic policy 
shall be “maximum employment, production, and purchasing power.” What 
meaning can be attached to the phrase, “maximum purchasing power’? Surely, 
this does not mean simply a continual accumulation of money income in the hands 
of the consuming public. Obviously, it also includes the power which money in- 
come has to buy goods and services. To maximize this purchasing power must of 
necessity involve the requirement that prices remain stable. 

We think, therefore, that the concept of price stability has always been a part 
of the Employment Act. Moreover, if this amendment were to become law we 
fail to see how it could add in any way to the arsenal of weapons available either 
to the legislative or executive branches of the Government in developing policies 
to achieve price stability. 

Certainly, the lack of this amendment in the present law has not prevented 
the President or the Council of Economic Advisers from discussing pricing prob- 
lems and from using their authority in an effort to maintain price stability. For 
the information of this committee, we have carefully reviewed the various 
economic reports of the President beginning with the year 1954 in order to deter- 
mine the extent to which price behavior and price policy have been made the sub- 
ject of government action. The results of this inquiry, included in en appendix to 
my testimony, make it abundantly clear that the goal of price stability has been a 
continuous objective of the present administration. 

Organized labor is as much concerned with attaining price stability as any 
other segment of society. Yet this committee and the Congress surely would 
want to be certain that this objective of legislative policy was viewed in its 
proper context. If this amendment should gain congressional approval, it could 
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be interpreted as supporting the views of those who are inclined to favor meas- 
ures to be taken, for example, by the Federal Reserve Board, to maintain price 
stability even at the expense of a relatively high level of unemployment, and a 
possible further slowdown in the rate of economic growth. We see a serious 
danger, therefore, in congressional action which would focus exclusively on the 
problem of price stability without at the same time recognizing the necessity for 
an accelerated rate of economic growth and for minimizing the hardships caused 
by unemployment. 


8.2382 (SENATOR CLARK, JOINED BY SENATORS PROXMIRE, BYRD, AND RANDOLPH) 


This bill proposes a number of amendments to the Employment Act. 

The first section of the bill is somewhat difficult to analyze. Seemingly, it 
merely calls the attention of the President to certain sections in the present law 
which the authors of the bill feel have not been adequately recognized by the 
Chief Executive. However, in so doing, some of the language utilized may have 
the effect of introducing certain changes in the act itself. 

There are four provisions in the Employment Act that this bill would spe- 
cifically bring to the attention of the President. 

The first is section 2 of the law setting forth the goals of national economic 
policy. At the same time the language in this part of the bill would make clear 
that Congress intends the goal of maximum production to include the concept of 
sustained growth, and the goal of maximum purchasing power to include the 
concept of reasonable price stability. Thus this represents another effort to deal 
with the question of price stability. 

Here the bill would be involved in an effort to define not one but two particular 
terms in the Employment Act. We doubt that this is really necessary. If two 
terms have to be defined, why not more? For example, a good argument could 
be made that the phrases, “maximum employment,’ ‘free competitive enter- 
prise,” and “useful employment opportunities,’ should be further defined. Ob- 
viously the act includes many phrases that are subject to differing interpreta- 
tion, and it would be foolhardy for Congress to try to deal with each of them 
individually. 

However, changes such as these in the language of the act do not seem neces- 
sary. The intent of Congress through the legislative history of the act is clear 
enough. The basic concepts of the act are also clear, and Congress, through its 
appropriate committees including the Joint Economic Committee, can call the 
Council of Economic Advisers or any other executive agency to task for failing 
to carry out the intent of the act. 

The second provision in the Employment Act which the bill calls attention to is 
section 3(a) requiring the President to set forth certain goals in terms of em- 
ployment, production, and purchasing power. The language of this section 
includes the phrase, “in quantitative terms.” ‘The reason for this is that the 
present members of the Council of Economic Advisers have interpreted the law 
as not requiring them to set these goals in quantitative terms. We think that 
this interpretation is wrong, but we do not think legislative action is needed to 
correct it. 

The bill would also remind the President of section 3(b) of the act regarding 
transmittal to the Congress of supplemental or revised recommendations. The 
present members of the Council have dropped the device of a mid-year economic 
report that was previously employed. The present wording in the act allows 
plenty of leeway for the Council of Economic Advisers or the President to make 
more frequent economic reports to Congress. Nothing in the law, for example, 
has prevented the Council from joining with the Joint Economic Committee to 
issue the monthly economic indicators. 

The fourth section of the law called to the attention of the President by the 
bill concerns monetary and credit policy. The bill would remind the President 
that his economic report should deal adequately with monetary and credit 
policies and that in the event of any disagreement between him and the Federal 
Reserve Board, these policy differences should be openly expressed in the report. 
At the present time, some explanation of monetary and credit policies is in- 
cluded in the President’s Economic Report, but specific measures taken by the 
Federal Reserve Board are not discussed in detail. 

It seems to us that this approach to monetary and credit problems would hardly 
touch the basic issue. The AFL-CIO feels strongly that major changes are 
needed in monetary and credit policies and in the process by which these policies 
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are determined. We have urged a reversal of the administration’s tight money 
policies and suggested a number of changes in the procedures of the Federal 
Reserve Board. We feel that basic legislative changes are needed to alter the 
composition and manner of selection of members of the Federal Reserve Board, 
the directors of the regional Federal Reserve banks, and the all-important Open 
Market Committee. 

However, the Clark bill does not in any way accomplish these objectives. 
It does not at all change the basic operations of the Federal Reserve System. 
We therefore think that it avoids meeting the most critical problems affecting 
monetary and credit policies. 

In effect, the framework of the Clark bill is for Congress to remind the Presi- 
dent of certain provisions of the law. The truth is, however, that the President 
and the Council of Economic Advisers are already aware of these provisions and 
have chosen, for one reason or another, to ignore them or to interpret them in a 
different manner. Even though we believe that these interpretations are er- 
roneous, we doubt that calling them to the attention of the President would alter 
Government policy. 

In the last analysis we must remember that the Employment Act provides only 
a framework for Government policy. It does not spell out the specific substan- 
tive program that Congress or the administration should follow. Within the 
framework of the act, the President and the Congress may discuss any issue 
which is essential to promote the act’s objectives of maximum employment, pro- 
duction, and purchasing power. Government policies cannot be altered by 
merely changing the language of the act. Specific legislation by the Congress is 
still necessary on the many aspects of a governmental economic policy program. 


PRICE AND WAGE HEARINGS 


There is, however, an additional provision of S. 2382 which requires more 
extended discussion. This would add a new section 7 to the Employment Act, 
authorizing the President, either directly or through a designated Federal agency, 
to hold hearings on price or wage increases, both actual and prospective. 

The authors of this proposal are obviously concerned about inflation. They 
have witnessed increases in prices in certain industries and feel that such price 
increases would be postponed or minimized if subjected to the light of public 
opinion. They also seem to feel that collectively-bargained wage increases bear 
some relation to these price increases so that they are equally anxious to hold 
publie hearings regarding such wage increases. They evidently do not want to 
legislate any formal Government agency to control prices and wages, but rather 
are limiting their proposal to a public hearing on the issues concerned. 

We have tried to analyze this proposal with an open mind. Organized labor 
recognizes that there have been unwarranted price increases in a number of sec- 
tors in the economy, and that there is a genuine need to achieve a relatively 
stable price level. 

However, while we sympathize with the objectives of the authors of this 
legislation, we do not feel that the bill they are proposing would be an effective 
means of tackling the problem. The vagueness in its language and in the proce- 
dures it proposes seems to us to reflect the need for considerable further study 
before an effective program in this area can be devised. 

The following are a number of questions which we feel need further study in 
connection with this legislation: 


1. Has the need for this legislation been demonstrated? 

We recognize that many Members of Congress are concerned about the in- 
crease in prices during the postwar period. A number of them seem to consider 
such increases that have occurred as alarming. 

However, we question this point of view regarding the postwar price changes. 
We think, on the whole, that the performance of the postwar economy with re- 
gard to prices has been a commendable one. Prices in the United States have, 
by and large, risen less than in most other industrialized countries of the world. 
Three-fourths of the postwar increase in prices, as measured by the Consumer 
Price Index, has occurred during the immediate postwar period (1946-48) or 
in the 1-year period, June 1950.to 1951, following the outbreak of war in 
Korea. Thus it seems clear to us that the major part of this postwar price 
rise is related to the special shortages and demand pressures which naturally 
arose as a consequence of World War II and which developed upon the outbreak 
of war in Korea. In more recent years, the level of prices has been relatively 
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stable. During the past year the Wholesale Price Index has actually declined 
‘and the increase in the Consumer Price Index from 1958 to 1959 was less than 
1 percent. Moreover, there do not appear to be many serious pressures for 
price increases at the present time. 

Similarly wage changes during the postwar period have not adversely affected 
the economy. Essentially, the trend in real wages has been roughly equivalent 
to the increase in the productivity of the national economy. There are very few, 
if any, instances that can be pointed to in which wage settlements have had 
an inflationary effect. In fact, considering the relatively modest wage settle- 
ments in recent months and the current condition of the economy, we think 
that a logical argument could be made for a greater rate of wage advances to 
stimulate economic growth. 


> 


2. Is it necessary to subject wage increases to the same procedure as price 
increases? 

The wording in the Clark bill is somewhat vague, but it is certainly possible 
under this law for a hearing on wage increases to be held independently of 
any hearing on price increases. 

It is questionable whether the introduction of wages as a separate issue into 
such a procedure for public hearings serves any useful purpose. Wages are the 
product of collective bargaining involving representatives of management as 
well as representatives of the workers. In a public hearings procedure, if a 
corporation contends that a proposed price increase is necessary because of 
changes in wages, then the wage issue would become one aspect of such a price 
hearing. However, this is a far different matter from holding hearings on 
proposed wage changes which may never be reflected in higher prices. 


3. Should not any legislation deal with other costs besides wages? 


The language in the bill proposes hearings only for prices and wages. How- 
ever, it is becoming more and more clear that the major pressure for higher 
prices in recent years has not been the higher cost of labor, but the higher 
cost of such other factors as research and development costs, advertising costs, 
and depreciation allowances. Other costs that often loom large in price de- 
termination are the cost of raw materials, executive salaries, and other over- 
head. Also the profit margin which each firm expects its price structure to 
yield is obviously also a major consideration. Why, of all costs, should wages 
be singled out for such special attention? 

If the committee wishes further evidence on the subject, I suggest that it 
consult the recent hearings and report of the Joint Economic Committee in its 
study of employment, growth, and prices. I particularly commend the painstak- 
ing study by Charles L. Schultze entitled, “Recent Inflation in the United States,” 
and the reference to this type of analysis in the committee’s report on Employ- 
ment, Growth, and Price Levels. 


4. Would this proposal interfere with collective bargaining? 


The American labor movement would oppose any efforts by the Government to 
intervene with the natural collective bargaining process in the name of fighting 
inflation. On the whole, we feel that the collective bargaining process has 
served America well. It has paid dividends in terms of providing a democratic 
basis for the settlement of disputes arising between workers and their employers. 
It has enabled the worker to gain higher levels of compensation, greater leisure, 
more security on the job, and improved working conditions. In the great ma- 
jority of cases it has brought about these gains without any interruption of 
production. 

The proposal in the Clark bill raises the possibility that at an early stage of 
important collective bargaining negotiations, the Government would intervene 
in the form of a public hearing. While we recognize that a public hearing 
procedure might be appropriate at some time in those instances where a labor 
dispute affects the national health and safety, this is quite a different matter 
already subject to certain procedures under existing law. A public hearing 
to explore the possibility of an equitable settlement of a dispute between 
workers and employers is far different from a public hearing to determine 
whether certain proposed wage increases “threaten national economic stability” 
(the language of S. 2382). 
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5. Would the language of the bill enable adequate investigation of those areas 
of the economy where prices have increased the most? 


According to the bill, the criteria for any Government investigation are price 
increases, prospective or actual, which “threaten national economic stability.” 
This phrase is certainly quite vague. We think it is important that any Gov- 
ernment efforts in this area focus on at least two types of situations. The first 
is the situation in so-called administered price areas of the economy where 
large corporate units controlling a large proportion of the total output are in 
a position to decide for themselves what prices should be charged for their 
products, with little or no market competition. This type of situation is already 
receiving some Government attention through the antitrust laws. 

However, there are other areas of the economy where recent price pressures 
have been quite significant. In looking at the Consumer Price Index it is 
clear that the source of the largest price increase in recent years has been 
the medical care component of the index. Other areas where price increases 
have been particularly marked are local public transportation, newspapers, 
automobile insurance costs, and many different types of services. There is a 
serious question whether the bill as it is now written would encompass these 
types of situations. Certainly, there are many such areas where price problems 
are creating major difficulties for the typical American consumer. 


6. What about the backward areas of the economy? 


The proposal in S. 2382 focuses attention on these areas of the economy which 
are able to initiate price and wage increases. In effect, the Government would 
be trying to hold back such increases. But what is the Government doing to 
encourage needed improvements in the more backward areas of the economy? 
The Nation’s textile and apparel industries, for example, have been depressed 
for a long period of time. The unions in these industries have been able to 
win only limited increases for their members in the past 10 years. Their real 
wages have fallen far behind the increase in the Nation’s productivity. If the 
Government is going to inject itself to try to hold back wage and price increases 
in a certain part of the economy, should it not also be taking action to en- 
courage increases in wages in other parts of the economy? 

These are some of the considerations which we feel should be involved in 
a decision by this committee with regard to this part of S. 2382. 

One other aspect, of this problem should be mentioned. President Meany of 
the AFL-CIO has suggested to President Eisenhower that the Government take 
the initiative in arranging a series of conferences between leading officials of 
unions and corporations. These meetings would not be related to any specific 
industrial dispute but rather would be designed to give the participants a 
greater opportunity for discussing in a more relaxed atmosphere some of the 
more critical issues affecting both labor and management. 

Obviously the general economic climate and the relation of collective bargain- 
ing to economic conditions will be among the topics to be discussed. Perhaps it 
would be desirable for the committee, rather than recommending legislation in 
this rather controversial area, to follow the proposed labor-management discus- 
sions closely since these might help to clarify some of the issues with which the 
committee is so concerned. 





I. OBLIGATIONS OF FEDERAL GOVERNMENT UNDER EMPLOYMENT ACT® 


The Employment Act 


The authors of the Employment Act wisely recognized that the main source of 
the economic strength of a nation consists in free institutions and the qualities 
of its people—their ambition, skill, enterprise, and willingness to make great 
efforts in their own behalf and in behalf of their families and communities. The 
act therefore emphasizes economic growth rather than the mere stoppage or 
alleviation of business contractions. And it stresses the importance of using 
the powers of government “to foster and promote free competitive enterprise,” 
which has been the great energizer of our own Nation and of every other nation 
thet has possessed the wisdom to submit to its discipline. 

In farming the Employment Act, the Congress recognized that the Government 

-has no way of guaranteeing prosperity and that, if a recession occurs, no single 
action or rule of policy will necessarily suffice to generate a lasting recovery. 





1 Source: The Economic Report of the President, January 1955, pp. 1-2. 
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The act does not prescribe what means are to be used by the Federal Govern- 
ment in promoting the basic objective of maximum employment and production. 
It does, however, specify that the means must be consistent with the “needs and 
obligations” of the Government and with “other essential considerations of 
national policy.” In other words, in implementing the Employment Act, the 
Federal Government is subject to certain constraints. Among other things, it 
must honor the constitutional rights of individuals; it must respect the authority 
of the States; and it must protect the integrity of the money in which contracts 
are expressed and payments made. 

The obligation of the Federal Government under the Employment Act “to 
promote Maximum employment, production, and purchasing power,” and to do 
so by means that are consistent with “other essential considerations of national 
policy,” is not always remembered. Some citizens, lacking faith in the ability 
of the private economy to generate a high level of activity, espouse a steadily 
increasing role for Government. They urge new public undertakings and un- 
balanced budgets as devices for augmenting private demand, often with little 
regard to the cause or magnitude of any deficiency in demand. Other citizens, 
adhering to what they regard as the ultimate economic verities, are critical of 
any governmental action that is designed to prevent or to minimize the rigors 
of depressed incomes and unemployment. 

These are extreme and doctrinaire positions. If the one is insensitive to the 
inequities of inflation, the other is insensitive to the misfortunes of depression. 
Each carries the danger of undermining, sooner or later, our system of free com- 
petitive enterprise. Neither is suited to our needs or our times. The American 
people believe firmly in economic freedom, but will not passively accept depres- 
sion or inflation. The need of our times is for economic policies that, in the 
first place, recognize the proven sources of sustained economic growth and better- 
ment, and in the second place, respect the need of people for a sense of security 
as well as opportunity in our complex and industrialized society. 


Ill. ROLE OF GOVERNMENT IN MODERATING ECONOMIC FLUCTUATIONS 


Although governmental efforts to curb inflationary or recessionary influ- 
ences have not always proved successful, knowledge of how business fluctuations 
arise and of ways of dealing with them is steadily improving. The events of the 
past 3 years have been heartening. We have seen that our economy can continue 
to grow with a minimum of instability of employment and without any appre- 
ciable change in the value of money. We have seen that wise and timely actions 
by the Government can help sustain a healthy expansion of economic activity 
and prevent it from turning into an inflationary boom; that soundly conceived 
and well-timed governmental policies, aided by private stabilizing influences, 
can prevent a minor contraction from turning into a spiraling depression; and 
that neither direct controls over prices and wages, nor huge public spending 
programs, are needed to achieve a reasonably stable prosperity. The recent 
success of governmental policies in moderating economic fluctuations, and even 
more in indicating that this goal may be reached in ways that enlarge the scope 
of individual enterprise, carries a promise of great significance for our own 
future and that of other nations (pp. 10-11). 

Prosperity with general price stability 

The expansion of the economy continued without pause throughout the past 
year. Virtually every month new records were achieved in production, employ- 
ment, trade, and income, only to be exceeded again a month or two later. The 
average level of consumer prices, on the other hand, remained quite steady. Full 
employment, rising incomes, and a stable dollar have been cherished goals of our 
society. The practical attainment of these ideals during 1955 was the year’s 
great economic achievement. To derive from recent experiences useful guidance 
for the future, we must first analyze the processes that led to that achievement. 
The diversities of fortune in our vast economy will receive full attention later 
in this report (p. 13). 


Governmental policy in a time of expansion 


The preceding sketch of recent economic experience is amplified in appendix B 
and documented by the charts and tables in this report. But even this brief 
summary has sufficed to suggest how the unfolding of prosperity generated a de- 
gree of exuberance which, if left to itself, could have led to widespread increases 
in prices, speculative buying, new price increases, and eventual economic reces- 
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sion. The Federal Government keenly aware of its responsibilities under the 
Employment Act, moved resolutely to prevent such developments * * * (p. 28). 

* * * Government must use all practicable means to promote high levels of 
production and employment, and to contribute toward achieving an expanding 
and widely-shared national income, earned in dollars of stable buying power 
* ¢ © (p, iii). 

* * * Pressures on prices, costs, and financial resources in 1956 called for the 
continuation of policies designed to counter inflationary forces * * * (p. Vv). 

* * * High costs of raw materials and wage increases that tended to outrun 
the year’s small gain in productivity were pervasive factors making for higher 
prices * * * (p. v). 

* * * The full burden of avoiding price inflation, which is an ever-present 
hazard in an expanding economy operating close to capacity, cannot be success- 
fully carried by fiscal and monetary restraints alone. To place this burden on 
them would invite the risk of producing effects on the structure and functioning 
of our economy which might, in the years ahead, impair the vitality of competi- 
tive enterprise. And failure to accept the responsibilities inherent in a free 
economy could lead to demands that they be assumed by Government, with the 
increasing intervention and loss of freedom that such an approach inevitably 
entails. The successful extension of prosperity with price stability must be a 
cooperative effort in which the policies of individuals and economic groups and 
of all levels of Government are consistent with one another and mutually re- 
inforcing * * * (p.3). 

* * * As strong expansionary forces began to be felt, the policies pursued 
during the second half of 1953 and 1954 were modified toward the end of the 
latter year. The Federal Reserve authorities reduced slightly the degree of 
credit ease that had prevailed. In January 1955 a Federal budget which brought 
cash receipts and expenditures into balance was recommended. This required 
the postponement of corporate and excise tax reductions scheduled for April 
1955, which was requested of, and granted by, the Congress. As the recovery 
became more firmly established and economic activity continued to expand, 
Government policies were increasingly directed toward avoiding excessive de- 
mand pressures and consequent inflationary price increases. Since the rise in 
home building and in mortgage debt was particularly sharp, the administration 
in April, and again in July, imposed restraints on the terms of federally under- 
written credit extended for home purchases. Federal Reserve authorities moved 
toward a more restrictive credit policy early in 1955, and maintained it during 
the remainder of the year * * * (p. 1819). 

* * * Uncertainties are always present, however, and allowances must he 
made for them. One of the most important stems from the present interna- 
tional situation. A second relates to the movement of prices. While the 
moderate upward drift of the price level may not vet have run its course. en- 
larged output, improved productivity, and vigorous competition. supported by 
appropriate public and private policies, can help counteract the forces making 
for higher prices. * * * (p. 46). 


Price Stability 


A clear responsibility rests on Government to pursue policies that will help 
prevent inflation. Although the harmful consequences of inflation spread widely 
through the economy, they fall with unequal severity on different individuals 
and on different economic sectors. Some persons may obtain an increase in 
money income that is greater than the increase in living costs, while others may 
fail to do so. Some industries may be in a better position than others to adjust 
prices promptly to rising costs. As a result. the relative economic positions of 
individuals and of different industries may be altered, sometimes in ways that 
harm the national welfare by lessening incentives to enter certain essential 
vocations and by impeding the flow of resources into important sectors of in- 
dustry. Similarly, although the investment income of some individuals may 
rise during an inflationary period, that of others, and frequently the great 
majority of those who have only modest savings, does not increase at all. Con- 
sequently, persons in the latter croup suffer a decline in the value of the income 
received and a diminished purchasing power of their savings when repaid. The 
- effect is to reduce the incentive to save, which tends to dry up one of the major 

sources of capital upon which maximum employment and economic growth 
depend. Furthermore, price inflation directs activities into speculative channels 
and distorts private and public obligations and contracts that are expressed in 





fix 
tic 
ou 
ex 
SU 
th 
al 


ce 


—— -~ -- a oe eee 





UNEMPLOYMENT ACT AMENDMENTS 83 


fixed dollar amounts. Finally, changes in the value of money disrupt interna- 
tional trade and financial relations. In these and other ways, inflation weakens 
our capacity to achieve and sustain balanced economic growth. 

The task of restraining price inflation is a continuing one for a free society 
experiencing high production, employment, and incomes over long periods. In 
such a society, pressure on prices may arise from a number of sources. One is 
the rapid increase and concentration of demands on scarce skills and resources 
and on output which is limited by capacity. Another is the exuberance, even 
imprudence, of some individuals and businesses during good times in making 
commitments that assume continual inflation in prices. Still another is the 
exercise of economic power by individuals and groups favored by temporary 
conditions or by their place in the Nation’s productive system. 

We must learn to conduct our economic affairs in ways that will harness the 
expansionary forces of our free economy for the increase of our national strength 
and well-being, and must prevent these forces from finding expression in a de- 
preciation in the value of our money. This task entails heavy responsibilities 
for private individuals and groups, and for Government, to pursue policies that 
will assure that economic expansion provides an increase in real output and does 
not consist merely of larger money values reflecting higher prices. A strong 
and growing economy is needed for our national security, for meeting the needs 
of our expanding population, and for improving our level of living. Reasonable 
stability of prices is needed also, for reasons of equity and as a condition for 
sustaining economic growth. Failure to achieve these goals would court the 
danger of controls incompatible with our way of life which would eventually 
impede advances in our economic welfare. 

* * * This change in economic conditions called for adjustments in economic 
policies. During much of the year, the task of restraining inflationary pressures 
was paramount, and policies were directed to this end. In the closing months 
of the year, and currently, the task has been to facilitate readjustments in the 
economy essential to the resumption of sustainable economic growth, but to do 
so without reviving inflationary pressures * * * 


The Challenge to Economic Policies 


A realistic appraisal of our economic prospects, though it warrants confidence, 
also requires that we acknowledge an unfavorable feature of recent economic 
developments. In 1957, our gross national product rose 5 percent, but four-fifths 
of this increase was accounted for by rising prices. 

There are critical questions here for business and labor, as well as for Gov- 
ernment. Business managements must recognize that price increases that are 
unwarranted by costs, or that attempt to recapture investment outlays too 
quickly, not only lower the buying power of the dollar, but also may be self-de- 
feating by causing a restriction of markets, lower output, and a narrowing of the 
return on capital investment. The leadership of labor must recognize that wage 
increases that go beyond overall productivity gains are inconsistent with stable 
prices, and that the resumption of economic growth can be slowed by wage in- 
creases that involve either higher prices or a further narrowing of the margin 
between prices and costs. Government, for its part, must use its powers to help 
keep our economy stable and to encourage sound economic growth with reason- 
ably stable prices. 

The resumption and maintenance of economic growth promise greater eco- 
nomic capability for meeting the Nation’s needs. If this opportunity is to be 
fully realized, however, growth must take the form of increases in real output, 
accompanied by a stable price level. This can be achieved if weight is given 
to long-run as well as short-run considerations in policies and practices that 
affect our economic welfare. It can be guaranteed by a public opinion that is 
alert to the consequences of wrong policies and insists on policies which will 
yield economic growth without inflation. 


A Program for Economie Growth With Stable Prices 


Our objective must be to establish a firm foundation for extending economic 
growth with stable prices into the months and years ahead. This will not come 
about automatically. To attain our goal, we must safeguard and improve the 
institutions of our free competitive economy. These are basic to America’s 
unassailable economic strength. We must wage a relentless battle against im- 
pediments to the fullest and most effective use of our human and technological 
resources. We must provide incentives for the enlargement and improvement of 
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the facilities that supplement human effort and make it increasingly produc- 
tive. Finally, an indispensable condition for achieving vigorous and continuing 
economic growth is firm confidence that the value of the dollar will be reasonably 
stable in the years ahead. 

Action to meet these challenges is required on many fronts, by all groups in 
our society and by all units of government. 

The individual consumer can play an important part by shopping carefully for 
price and quality. In this way the American housekeeper can be a powerful 
force in holding down the cost of living and strengthening the principle that 
zood values and good prices make good business. 

Businessmen. must redouble their efforts. They must wage a ceaseless war 
against costs. Production must be on the most economical basis possible. The 
importance of wide and growing markets must be borne in mind in setting prices. 
Expanding markets, in themselves, promise economics that help keep costs and 
prices in check. 

Leaders of labor unions have a particularly critical role to play, in view of 
the great power lodged in their hands. Their economic actions must reflect 
awareness that the only road to greater material well-being for the Nation lies in 
the fullest realization of our productivity potential and that stability of prices is 
an essential condition of sustainable economic growth. 

All of our people, in view of their broad common interest in promoting the 
Nation’s economic strength, can fully support this program. 


COMBINING PRIVATE ACTIONS WITH PUBLIC POLICIES 


Fiscal and monetary policies gain strength from each other and are powerful 
instruments for preventing the development of inflationary pressures which can 
endanger the healthy growth of our economy. But there is need to supplement 
these Government policies with appropriate private actions, especially those 
affecting profits and wages. Our markets must be sufficiently flexible to allow 
downward as well as upward adjustments in individual prices if we are to 
achieve greater stability in the general level of prices. Achievement of this 
desirable result is unlikely unless the national average of increases in wage and 
salary rates and related labor benefits remains within the limits of national pro- 
ductivity gains. Under such a standard, price reductions in sectors of the 
economy where productivity is advancing especially rapidly would offset in- 
creases that might be warranted elsewhere. 

The general wage-productivity-price relationship emphasizes the importance 
of -private actions favorable to the acceleration of productivity gains. The 
achievement of widely shared and sustainable increases in economic rewards, 
without inflation, must rest on a solid foundation of productivity advance. 
Accordingly, it is important for management and labor to cooperate for more 
complete attainment of the productivity potentials afforded by continuing tech- 
nological progress. 


Senator Crark. The committee will stand in recess until 2:30, at 
which time we will hear Mr. Charles R. Sligh, the executive vice presi- 
dent of the National Association of Manufacturers. 

(Whereupon, at 1:34 p.m., the subcommittee recessed, to reconvene 
at 2:30 p.m.) 

AFTERNOON SESSION 


Senator Ciarx. The committee will be in session. 1 

We will here now from Mr. Charles R. Sligh, Jr., executive vice 
president of the National Association of Manufacturers. 

Mr. Sligh, we are very happy to have you with us. 


STATEMENT OF CHARLES R. SLIGH, JR., EXECUTIVE VICE PRESI- 
DENT, NATIONAL ASSOCIATION OF MANUFACTURERS 


Mr. Suen. Thank you, sir. 
Mr. Chairman, I have filed my statement, and if it is agreeable to 


you I would like to read only part of the original statement rather 
than the entire statement. 








owt ieee eet Oy OP OS 








UNEMPLOYMENT ACT AMENDMENTS 85 


Senator Crark. Yes. We will have the whole statement printed in 
the record at the conclusion of your oral presentation. You just read 
such portions of it as you desire. 

Mr. Suieu. Thank you, sir. 

Our organization includes approximately 20,000 companies in all 
industries and in all parts of the Nation. While we are not specifically 
a spokesman for either small business or large business, the fact is 
that over 80 percent of the association’s members employ fewer than 
500 workers. The association’s policies are formulated by its mem- 
bers, and more than 3,000 individual representatives of member com- 
panies participate in the policy-forming process, For these reasons 
I can assure you that this statement acc urately reflects the views of a 
broad and representative cross section of manufacturing industry. 

Senator Proxmire. Could I ask a question at this point, Mr. 
Chairman ? 

Senator Ciark. Yes. 

Senator Proxmire. I think this is a very important part of your 
statement, Mr. Sligh, qualifying it as representative of the attitude 
of such an excellent cross section of American industry. 

What action, if any, was taken on this partic ular bill by your 
organization ? 

Mr. Sticu. We do not generally take positions on individual bills. 
Our policies are broader policies, ‘and within that framework we act 
on individual pieces of legislation. 

Senator Proxmire. W ell, then, the broader policies are established 
in convention or by 

Mr. Suieu. By the board of directors, and must be passed by a t wo- 
thirds vote of a quorum of that board. 

Senator Proxmire. How large is the board ? 

Mr. Suieu. The board has 182 members. 

Senator CLark. Perhaps as you go along, Mr. Sligh, you would be 
willing to put in the record what consideration this particular measure 
was given and from which groups and individuals in your organi- 
zation. 

In other words, did the members ever have a look at this bill? Did 
your convention ever look at it? Did your board of directors? Or 
just who did authorize the testimony you are about to give us? 

Mr. Suieu. Well, as I said, our committees are made up of over 
3,000 individual men and women from industry. These committees 
formulate the broad policies which are then taken to the board of 
directors either for passage or defeat. And only by a two-thirds vote 
of that board can any position become the final position of the Na- 
tional Association of Manufacturers. 

Senator Ciark. Was that done with respect to this statement ? 

Mr. SuieH. No, not in respect to this individual statement. 

The statement is developed within the framework of the broad poli- 
cies which have been decided by the board. 

Senator CiarK. Perhaps I could put it this way: I assume you 
wrote it? 

Mr. Suieu. No, sir, I did not write it. Our staff wrote it. 

Senator CiarKx. Your staff wrote it? 

Mr. SuieH. Yes, sir. 

Senator CiarKk. Did any of the officers—— 








86 JNEMPLOYMENT ACT AMENDMENTS 


Mr. Sues. I helped to write it in that capacity. 

Senator CLrark. Did any of the officers other than yourself pass 
on it? 

Mr. Suieu. No, sir. 

Senator CLarK. So this represents a staff document participated in 
by you and read by you and you present it to us because you are the 
executive vice president of the Association ? 

Mr. Suicu. That is correct. 

Senator CLark. All right. 

Mr. Suigi. And it is within the policy framework of the association. 

Senator Proxmire. As I understand it, during your statement you 
will indicate how the policies approved by the National Association 
of Manufacturers relate to this measure ? 

Mr. Suieu. I can afterwards if you care to question me. 

Senator Proxmire. Thank you. 

Mr. Suicu. The twin problems of furthering economic growth and 
maintaining stable price levels have long been of major concern to 
our organization. The two bills which we are considering today use 
widely different approaches to these problems. 

I would like to review briefly the provisions and implications of 
these bills. 

Basically the National Association of Manufacturers is in agree- 
ment with the objectives of S. 64. However, we are strongly opposed 
to the new concepts and new requirements which would be introduced 
into the Employment Act by S. 2382. 

In the 1959 Economic Report of the President it was requested that 
the Employment Act be amended to make reasonable price stability 
an explicit goal of Federal economic policy, on a par with the goals 
of maximum production, employment, and purchasing power that are 
now specified in the act. 

The National Association of Manufacturers endorsed this proposal 
during the hearings that were held before the Joint Economic Com- 
mittee on the 1959 Economic Report. Our endorsement of this amend- 
ment is based on the assumption that it does not introduce a new 
principle. Rather, it is a clarification of an objective that is already 
implicit in the Employment Act. 

The amendment proposed in S. 64 would put both our own people, 
and the rest of the world, on notice that we intend to preserve the 
value of our currency. The National Association of Manufacturers 
views this as a constructive step. 

Turning now to S. 2382, we find that this bill contains four major 
provisions. First, the President is called on to establish quantitative 
goals for the economy. 

Second, he is urged to send economic reports to Congress more 
frequently. 

Third, the President is directed to publicize any disagreements on 
monetary policy which exist between the administration and the 
Federal Reserve Board. 

Fourth, the President is given the added duty of holding hearings 

-and issuing opinions on price increases in certain circumstances. 

He is also directed to hold hearings on wage increases when they 

are claimed to be the source of price increases. 

















UNEMPLOYMENT ACT AMENDMENTS 87 


We are opposed to these provisions, as we believe that they are in 
conflict with the principles of a free enterprise system. 

A major provision of S. 2382 is the requirement that the President 
shall include in each year’s Economic Report, in quantitative terms, 
the levels of employment, production and purchasing power which 
he deems maximum, and current and foreseeable trends. This amend- 
ment raises questions as to whether the establishment of such goals is 
desirable and also whether they can be developed satisfactorily. 

The setting of quantitative goals by the Central Government comes 
disturbingly close to the 5-year or 7-year plans of totalitarian states. 
Up until now, the role of ‘the Government has been to promote the 
conditions under which the free enterprise economy can flourish. Is 
the Government in the future to undertake the function of establish- 
ing goals which the populace will be expected to meet? Suppose they 
are not met? What mechanism would then be proposed to force the 
economy into this preconceived mold ¢ 

Truly, if this amendment becomes law, it will be a step in the direc- 
tion of a planned economy for American citizens. 

Senator Crark. Mr. Sligh, would you prefer to complete your 
statement before we ask you questions / 

Mr. Suicn. It does not matter, sir. 

Senator Crark. I was wondering if the National Association of 
Manufacturers has taken any position with respect to the President’s 
Commission on National Goals which was recently appointed. 

Mr. Suicu. No, we have not. 

Senator CLrark. You do not know whether you would be opposed 
tothat? It would seem as though you would be from what you said 
here. 

Mr. Suicu. We are opposed to the idea of trying to set goals. 

As I understood it, the President’s Commission was not set up 
under legislation, was it? 

Senator CLark. No, it was an executive action. 

Mr. Suieu. Yes. 

Senator Ciark. But the general philosophy of the National Asso- 
ciation of Manufacturers in your judgment would be opposed to the 
President’s Commission on National Goals? 

Mr. Suieu. I would think we should not try to set up goals, yes. 

On the practical level we are, of course, faced with the problem of 
whether or not it is possible to establish reasonably reliable goals 
or targets for the economy. A respected authority on this point is 
Dr. Arthur F. Burns. 

Dr. Burns commented in connection with the 1955 report of the 
President that: 


The present Economic Report, like its predecessor, does not specify numerical 
goals for the coming year. If these had been presented, neither the economic 
analysis of the report, nor its recommendations of policy, would have been 
improved in any way. The impression might, however, have been created that 
economists or Government officials can reliably estimate how much our economy 
is able to produce under conditions of full employment, that they can reliably 
judge what the numerical magnitude of employment should be, and that they 
ean reliably estimate the quantitative effects of specific publie policies or pro- 
grams. All this may become true in the future; it is not true today. 


That is the end of the quotation. 
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Senator Crark. Mr. Sligh, you are aware, are you not, of the 
method by which the Federal budget is prepared each year? By 
which I mean that in order to make the estimates for revenue the 
President’s budget advisers must first estimate the gross national 
product for the period in question ¢ 

Mr. Suien. Yes. 

Senator Ciark. This certainly is setting an economic goal, and this 
is being done today. 

Does the National Association of Manufacturers think that is un- 
sound? Should we prepare the budget in some other way 4 

Mr. Suicu. No, I think there is a ditference—it seems to me at least— 
in setting up an idea of what they think is going to happen in the com- 
ing year rather than what they think should happen in the coming 
year. 

I gather that this bill requires that goals be set up which sup- 
posedly we would be expected to meet. 

Senator CiarK. I think, on the contrary, this is worth just a minute 
or two so we can clear our minds together. 

If you will take a look at the bill, it provides in section 6 (a) and 
(b), particularly (b), that the President shall include, in quantitative 
terms, the levels of employment, production, and purchasing power 
which he deems maximum, and current and foreseeable trends. Most 
of these things have to be done I suggest at least in draft, in working 
papers, in connection with the preparation of the budget. So while 
this would call for a certain amount of extra work I am wondering 
what your comment would be on the desirability or lack of desirability 
of translating into these quantitative terms the levels of employment 
and production and purchasing power which automatically go into 
the preparation of the estimate of the gross national product. which in 
turn is the basis for the estimate of revenues for the national budget. 

‘Do I make myself clear? 

Mr. Suicu. I think so. Iam not sure in the bill just what you mean 
by maximum. Is it a point beyond which the economy cannot go? 
Or does it mean a point beyond which the economy should not go/ 

Senator CLark. Attempting to interpret one’s own bill is sometimes 
a little hazardous. When I wrote it I certainly had in mind getting 
an expression of opinion from the Council of Economic Advisers and 
the President as to where they thought the level of employment, pro- 
duction, and purchasing power was going to go and what measures 
they thought were desirable to get it there. 

Senator Bennerr. May I interrupt, Mr. Chairman, a second? 

Senator CriarK. Yes indeed, sir. 

Senator Bennett. It seems to me as I listen to this discussion the 
word “goal” is the source of the disagreement. 

It is one thing to set up an estimate, and it is another thing to set up 
a goal, because the goal becomes a target and carries with it a 
responsibility. 

I think that is the source of the discussion, it seems to me, and the 
possible disagreement between the two of you. 

I do not think the President now sets up goals. He attempts to 
estimate his income like any man would do who attempts to make 
a budget. 
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Senator Ciarxk. I think the Senator is in large substance correct, 
but I point out that the word “goals” appears in the present statute, 
and the only reference in the proposed statute to the word “goals” is 
where it says, “The provision of section 2 setting forth the goals of 
maximum employment, production, and purchasing power. 

Senator Bennett. In the present statute are the goals expressed ? 
Is the requirement expressed to set them up numerically ? 

Senator CiarKk. No; I think it would be interesting if we had the 
language of the present statute. I wonder if we could get it. 

I am speaking from memory, and I may be wrong. I want to be 
sure. 

I do not think it would hurt if I read section 2. 

Senator Bennett. I wish you would. 

Senator CiarK. I quote from Section 2 of the Employment Act 
of 1946: 

“The Congress declares that it is the continuing policy and re- 
sponsibility of the Federal Government to use all practicable means 
consistent with its needs and obligations and other essential considera- 
tions of national policy, with the assistance and cooperation of in- 
dustry, agriculture, labor, and State and local governments, to coordi- 
nate and utilize all its plans, functions, and resources for the purpose 
of creating and maintaining, in a manner calculated to foster and 
promote free competitive enterprise and the general welfare, condi- 
tions under which there will be afforded useful employment oppor- 
tunities, including self-employment, for those able, willing, and 
seeking to work,”—I think these are the key words, Senator Bennett— 
“and to promote maximum employment, production, and purchasing 
power.” 

The word goals is not in there. I was incorrect in saying it was. 

But it seems to me that it is in here by implication if not directly 
stated. 

Senator Bennett. It seems to me that you can try to promote the 
maximum speed at which a racer will run a mile, but if you say to 
him, “If you don’t run a mile in 4 minutes we won’t permit you to 
participate in these games,” in one case you set a goal and in the other 

case you have set a program, you have set yourself a general hope 
that you will be able to achieve a maximum speed. 

Senator Ciark. This brings me to section 3 of the act which I 
think continues in effect the subject we are discussing, and I will read 
that. 

“Sec, 3. (a) The President shall transmit to the Congress not later 
than January 20 of each year an economic report setting forth (1) 
the levels of employment, production, and purchasing power obtain- 
ing in the United States and such levels”—and then, Senator, this 
language—“such levels needed to carry out the policy declared in 
section 2;” 

I repeat : “Such levels needed to carry out the policy declared in 
section 2.” 

Then: “(2) current and foreseeable trends in the levels of employ- 
ment, production, and_purchasing power; (3) a review of the eco- 
nomic program of the Federal Government and a review of economic 
conditions affecting employment in the United States or any con- 
siderable portion thereof during the preceding year and of their effect 
upon employment, production, and purchasing power.” 
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And then (4) which I think important : “(4) a program for carry- 
ing out the policy declared in section 2, together with such recommen- 
dations for legislation as he may deem necessary or desirable.” 

So that we can concentrate our thoughts on the point at issue, the 
purpose of section 6(b) of the bill under consideration is to make the 
provisions of the existing act more specific with respect to what the 
President’s program is to be stated i in terms of. 

Senator Bennerr. If the author is interpreting his own bill to sug- 
gest that the President’s economic report must contain specific figures 
with respect to employment or production or purchasing power which 
become a responsibility of the Federal Government, then I would agree 
with the witness that this is rather severe. 

I will put it this way: I would agree that it would carry us a long 
way into the field of a managed economy. And I don’t see how, short 
of complete economic control, the President could guarantee that these 
levels of production would be met even then. 

Senator Criark. I do not imagine we will get very far by you and 

I discussing it. I do not want to have the last word on it other than 
to point out it was testified to this morning that this is exactly what 
was done from 1947 through 1952, and the ‘authors of the present bill 

want to reinstate that proc edure. 

Senator Bennett. May I just make one more comment, and again 
T will let you have another word. 

During part of those vears I was managing a business. The Federal 
Government never told me as a manager of a private business that 
during those years my goals were such and such or that my contribu- 
tion to employment or vross national product or total production was 
to be such and such. 

It is one thing to say that was the policy being carried out. It was 
not actually implemented in terms of the people who were creating 
the employment, making the jobs, producing the products, or the sales 
volume. 

Senator CLark. Nor was it ever intended to. 

Senator Bennerr. Well, then, I do not see how you can say it was 
actually being carried out. 

Senator CLarK. What was being carried out Senator—I do apolo- 
gize for continuing this—was that the President did include in those 
years in his economic report in quantitative terms the levels of em- 
ployment, production, and purchasing power which he thought were 
attainable and desirable for the coming year. 

Senator Bennett. Then if they were not attained that was just 
another state paper and he wrote another one for the next year. 

Senator CrarK. Well, it was a goal. 

Shall we go ahead ? 

Senator Bennetr. Yes. I have interrupted enough. 

Mr. Suen. Little appears to be gained by the proposed section 6(c). 
The Employment Act empowers the President to submit reports which 
will supplement or modify the Annual Economic Report at his discre- 
tion. The proposed amendment leaves this unchanged. 

The proposed section 6(d) in our opinion represents a step toward 
abridging the independence of the Federal Reserve Board. 

We do not feel that such a move is desirable. This proposal seem- 
ingly stems from an inaccurate view of the Reserve Board’s functions. 
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Senator CLark. May I interrupt long enough, Mr. Sligh, to recall 
to you this was done in 1952 and 1953 and to ask you to perhaps take 
into account in your comments that this is nothing radically different 
now. This is merely reactionary in terms of going back to what was 
former procedure. 

Mr. SuicH. Many policies controlling governmental actions are of 
such a nature that they are amenable to lengthy discussion and anal- 
ysis before they are adopted or changed. Flexibility, however, is of 
the essence in successful credit management. The Federal Reserve 
Board must be unfettered in changing its position with the ebb and 
flow of the economic tides. 

The considerations which led Congress to establish an independent 
banking authority in 1913 appear valid today. Our experience during 
the period when Federal Reserve Board policy was subordinated to 
the desires of the Treasury Department illustrates the dangers of 
tying the Board’s actions to the programs of the Executive Branch. 

We now come to the price and wage control provisions 

Senator Crark. Before we go to that, let me ask your view as to 
what agency of Government you believe the Federal Reserve Board 
should be subject to, or do you think it should float in a vacuum ? 

Mr. Suicu. I did not quite get that question. 

Senator CLark. What part of the Federal Government do you think 
the Federal Reserve Board should be subject to, under the regulation 
of? Or it is your view it should float in an entirely independent 
vacuum without any control by the executive or legislative or judi- 
ciary ? 

Mr. Suicu. No, as I understand it, it, of course, can be controlled 
by the Congress. 

Senator CLark. That is right. 

Mr. Stieu. And should be, if necessary. 

Senator CrarK. So when you speak of the independence of the 
Board, you mean independent of the Executive ? 

Mr. Suen. Yes. 

Senator Crark. Thank you. 

Mr. Stich. We now come to the price and wage control provisions 
of S. 2382 implicit in a proposed section 7 of the Employment Act. 
In our opinion, the enactment of these provisions would disrupt the 
orderly marketing and distribution of goods, and heighten rather 
than decrease the inflationary pressures in the economy. 

And, finally, the provision would prove to be impossible to adminis- 
ter. We cannot urge too strongly that this committee reject the pro- 
posal lest serious damage be inflicted on the economy. 

First of all, we find numerous fallacious assumptions underlying 
this proposal. Briefly they are: 

Fallacy 1. That individual prices of goods and services must re- 
main fixed if the stability of the price level is to be preserved. <A stable 
price level anticipates that individual prices will rise and fall in re- 
sponse to supply and demand, with the result that the overall level will 
be stable. The problem, then, is as much one of why some prices do not 
fall as one of why other prices rise. 

Fallacy 2. That rigid prices are per se desirable. Improvements in 
quality, design, and utility are generally regarded as desirable even 
though they result in higher prices for the product. Such improve- 
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ments might not be adopted, however, if the manufacturer were de- 
terred from raising prices to offset the higher costs of the improved 
item. 

Fallacy 3. That surveillance of prices in selected industries will 
control inflation. Concern with the level of wholesale prices has some- 
times led to the conclusion that certain industries such as steel are 

“basic” and that by controlling the prices of these industries it is pos- 
sible to control inflation. Actually these industries are no more “basic” 
than the distributive trades or the service industries. 

Fallacy 4. That price and wage surveillance is not price and wage 
control, The act of empowering a Government body to point the 
finger of scorn at proposed price increases and to require a justifica- 
tion for the increase satisfactory to that group is price control regard- 
less of the name which is applied to it. 

Fallacy 5. That the “public” can determine the “correct” price or 
structure of prices more efficiently through Government intervention 
than the action of the free market. It is fallacious to assume that the 
judgments of a government body in this area would be more efficient, 
lead to an improved allocation of resources or adjust the structure of 
prices in any way that is superior to the action of the market 

Fallacy 6. That prices “cause” inflation. Price increases are a re- 
sult of inflationary pressures in the economy rather than their cause. 

The underlying weakness of this bill is also revealed by the fact that 
it does not and cannot establish criteria for evaluating proposed price 
or wage increases, and in the establishment of sweeping powers and 
authority without corresponding responsibility. 

S. 2382 says that “the President directly or through any Federal 
agency he designates, shall hold public hearings * * = on price and 
wage increases.: The President appears to have two alternatives. He 
ean establish a separate board in each case. In this event no con- 
sistency in findings could be expected and companies requesting in- 
creases would have no inkling of what would constitute a satisfactory 
justification. 

Alternatively, the President could assign this chore as a continuing 
function of an existing or newly established Government body. As 
a practical matter, this could only mean that the designated unit would 
become one of the most powerful of Government agencies and yet one 
which, as a result of the vagueness of this amendment, could easily 
escape the control of both Congven and the President and act ac- 
cording to its whim. 

There is no indication in this proposal of which industries, com- 
panies, or products are to be included in its surveillance, what consti- 
tutes a reasonable justification for an increase in price, or, for that 
matter, whether different criteria are applicable in individual cases, 
the extent to which companies can be forced to disclose confidential 
data regarding cost-price rejationships, the amount of notice that 
should be required, or the nature of the hearings to be conducted— 
that is, whether they should follow recognized judicial procedures or 
whether a more “informal” procedure is adequate. 

In pointing out the practical difficulties that would be encountered 
in enforcing this provision, I do not mean to suggest that it could be 
made into a good law by spelling out specific criteria or specific rules 
of procedure. In fact, I do not see what possible criteria could be 
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established for deciding what the “correct” price should be for any 
commodity or service in a free enterprise economy. 

What are the foreseeable effects of this proposal? It is not, of 
course, necessary to envision utter chaos in the marketplace in order 
to evaluate the possible effects of this requirement. Such a possibility, 
however, is clearly within the realm of reason and must be reckoned 
with. 

Short of such a disaster, however, several ill effects can almost cer- 
tainly be expected to flow from any form of price surveillance. To 
mention only the most important, the proposed price surveillance 
would: 

1. Impede price reductions. A company that might be in a posi- 
tion to reduce prices would hesitate or fail to do so because of the pos- 
sibility of being subjected to the hearing procedure if an increase 
subsequently became necessary. 

2. Result in a lowering of quality. To avoid the hearing procedure 
a company might well lower the quality of its products in order to 
meet rising costs without financial loss. 

3. Cause the disappearance of low-priced items. When costs rise 
a company might prefer to cease producing the lower-priced items in 
its line, rather than face the troublesome and costly hearing procedure 
which might be involved in a price increase. 

4. Lead to unbalanced production and employment. At present a 
preponderance of companies do not give advance notice of price in- 
creases. Under the hearing proc edure, however, it is hard to see how 
such advance notice could be avoided, since producers would hesitate 
to run the risk of a later disapproval. Buyers would be aware of the 
intended increase and hasten to build their inv entory at the existing 
lower price. Later, whether the anticipated price increase actually 
occurred or not, there would be a period of reduced demand while these 
inventories were worked off. 

5. Lead to overpricing of new and improved products. Pricing 
new and improved products is hazardous at best. Knowledge that if 
the prices were set too low the company might have to “justify” the 
consequent increase would insure that prices of products in this class 
Ww 5 e set high enough to avoid this danger. 

3. Lead to complete price and wage control. Under the hearings 
ere there is no compulsion on “manufacturers to act according 
to the findings. Assuredly some will decide that their knowledge of 
the necessity for the price increase is superior to that of the group 
holding the hearings, and go ahead with the price increase anyway. 
These instances will be interpreted as the “failure of a voluntary 
procedure” and used as justification for complete price control. 

Lurking in most of the proposals for price surveillance which have 
been presented to Congress is the notion that prices in some industries 
are somehow not responsive to market forces and also the idea that 
excessive corporate profits are responsible for rising prices. 

Senator CuarKk. May I say as far as this legislation is concerned, 

Mr. Sligh, that that thought is not “lurking. > Tt is right on top of 
the table. It is the essential reason w hy the bill was drafted. 

Mr. Suen. All right, sir. 
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I would like to exorcise these two “devils” and offer a suggestion 
for action that, in our opinion, will be much more fruitful in curbing 
inflation than any program of price surveillance could possibly be. 

An earlier version, 5. 1237, of the present bill provided that hear- 
ings on price increases be held when they are proposed “in industries 
where most of the output is produced by relatively few firms.” The 
concept underlying this approach is that some firms in so-called “con- 
centrated industries,” because of their size and dominant position, 
can raise prices without regard to market forces. I would like to 
point out three fatal weaknesses in this approach. 

First, the “concentrated” industries appear to be whatever the 
proponents of this theory want them to be. 

Secondly, the analysis is based wholly on the wholesale price index 
which measures the prices of items which are used by producers. Of 
greater significance as a measure of inflation is the Consumer Price 
Index. This index has been characterized by a rise in the prices of 
services and rent to a much greater extent than an increase in durables, 
which might be alleged to reflect the price behavior of firms in the so- 
called “concentrated industries.” 

Thirdly, much is made of the infrequency of price changes in these 
so-called administered-price industries. A study of price fluctuations 
in “concentrated” industries by Dr. Jules Backman, professor of 
economics at New York University, found that large price increases 
occurred in products in which the degree of concentration was slight, 
as well as those for which it was high. Furthermore, concentration 
did not protect industry from the need to reduce prices as indicated 
by price reductions in some industries with high concentration. ratios. 

A study by the Bureau of Labor Statistics, dated 1959, and entitled 
“Frequency of Change in Wholesale Pri A Study of Price Sta- 
bility,” also illustrates the fallacy of the claim that rigidity of price 
is dependent on the degree of concentration in the producing industry. 
What this study demonstrated was that frequency of price change is 
related pr imarily to the degree of fabrication of the commodity—raw 
materials showing the most frequent price changes and highly-proc- 
essed products showing the least frequent price changes. Differences 
in — behavior seem to reflect mainly this factor, ‘rather than any 

called concentration in an industry, 

» The language referring to “industries where most of the output is 
produced by relatively few firms” has been omitted from the present 
bill. It is hoped that this indicates an abandonment of the “adminis- 
tered price” explanation of inflation, but if so it leaves us in the dark 
as to the philosophy which underlies the proposal for price 
surveillance. 

There still remains, however, the misapprehension that excessive 
corporate profits must lie at the root of the upward trend in prices. 
I have appended to this testimony a table which will clarify this point. 
This table shows that in 1959 the national income was roughly 87 
percent, and income originating in corporate business 93 percent 
higher than the average of 1947-49. These gains are reflected, how- 
ever, primarily in employee compensation. The compensation of cor- 
porate employees doubled during that period, rising from $86 billion 
to $173 billion. At the same time corporate profits have mcreased 
only 41.6 percent. 
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Thus, it is clear that the gain in corporate income was translated 
primarily into employee compensation and to a much smaller degree 
into profits. 

These data show very clearly that the increase in labor compensa- 
tion has been of far more importance than the level of profits in the 
upward movement of prices which has occurred in the postwar period. 

Senator Proxmire. Will the witness yield at this point? 

Mr. Suieu. Yes, sir. 

Senator Proxmire. Have you made any attempt to follow up the 
very interesting, and I thought significant allegation, of Dr. Means 
this morning when he indicated such a large proportion of the infla- 
tion or of the price increases that we have had recently has been in 
the steel] industry or has been indirectly the result of price increases 
in the steel industry ? 

What Dr. Means shows in his charts—and I would be very inter- 
ested if you could contradict these or indicate the facts are wrong— 
is that these price increases have been regular regardless of whether 
labor costs declined, which they have done during some periods, or 
whether labor costs have increased. 

You are saying that the overwhelming force behind price increases 
has been the increase—as I understand it, at least—in labor cost. 

He says quite the contrary. 

Mr. Suieu. He used, I think, as you stated, the steel industry. I am 
talking about the economy as a whole. 

Senator Proxmire. Yes, 1 know you are. That is why I say that he 
feels, at least he so asserted this morning in his statement, that a very 
large proportion, as I recall some 50 percent, and I cannot remember 
the exact amount 

Senator Bennerr. I think he said three-quarters. 

Senator Proxmire. I think he did. I think it was 70 or 75 percent 
was the result of the increase in steel prices. Not directly. Thirty 
percent directly, I think, and the rest indirectly. 

Mr. Suicu. I have not got figures pertaining to that particular 
point with me. I do have figures in connection with profit margins 
in manufacturing industries, and in the case of primary metals, which 
I understand is made up mainly of steel—and these are figures based 
on the Federal Trade Commission, Securities and Exchange Commis- 
sion—it shows in the case of primary metals that the percent of 
change in profits from the 1947-49 average to 1958 was minus 32 per- 
cent, and the change from 1947-49 up to 1959 was minus 3314 percent. 
So that it would seem that 

Senator Proxmire. What are these periods again? 1947-49? 

Mr. Suigu. The average of 1947 and 1949. The average. That is 
the base that is used so frequently. Up to 1958 and to 1959. 

Senator Proxmire. The crucial point is 1958. And 1958, of course, 
was, as [ understand it, generally a recession year. 

Mr. Suieu. That is right. 

Senator Proxmirer. 1959 has been all knocked out as far as statisti- 
‘al value is concerned on profits because of the strike in the steel in- 
dustry particularly. 

Mr. Suien. I think even taking into consideration those facts T 
think when you have a decrease of 32 percent and 33 percent that it 
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clearly indicates a very large decrease would have existed regardless 
of the points you just made. 

Senator Proxmire. I would not accept that at all. It seems to me 
that if we go into a period of recession we always find corporate 
profits, which are extremely volatile, are down. 

Mr. Suicu. I have heard here today several people mention that 
profits are at an all-time high, and so on. 

Senator Proxmire. We are talking about 1958 now? You are talk- 
ing about 1958 ? 

Mr. Suign. Yes, 1958 and 1959. 

Senator Proxmire. Anticipated profits in 1960——— 

Mr. Suieu. In 1958 and 1959 both. I have figures for both years. 
And in the case of 1959 in the primary metals the profits decreased 
33 percent from before. 

Senator Proxmire. Because we had a steel strike ? 

Mr. Siig. What ? 

Senator Proxmire. Because we had a steel strike ? 

Mr. Stieu. I have a list here if [ may which I would like to have 
in my statement. 

Senator Crark. The document referred to by the witness will be 
printed at this point in the record. 

(The document referred to follows:) 


Profit margins in manufacturing industries 





lal inna a 





Profits as percent of sales Percent change 

1947-49 | 1958 1959 ! | 1947-49 aver- | 1947-49 aver- 

average ige to 1Y58 ie to 1958 
Transportation (excluding autos) _| aa 2.5 1.9 —7.4 | —29.6 
I ie lO aceite al 6.9 3.6 6.4 —47.8 | —7.2 
Electrical equipment --_- 5.9 3.8 4.3 | —35.6 —27.1 
Machinery (excluding electrical) 7.0 | 3.6 4.9 —48. 6 -30.0 
Fabricated metal products- - --__-! 6.5 3.1 3.5 —52.3 —46. 2 
Primary metals onal 7. §.] 5.1 5.0 —32.0 —33.3 
Stone, clay, and glass_____....- | 8.3 6.5 8.2 21.7 —1.2 
Furniture and fixtures..__----~--| 4.9 | 2.0 2.9, —59.2 —44.9 
RS oe ay daw é 9.1 | 2.6 4.4 —71.4 —51.6 
eee 7.5 5.4 6.3 —28.0 —16.0 
Dee Se Beek Lk te 3.6 2.2 2.4 -38. 9 — 33.3 
I a 4.8 5.4 5.4 +12.5 +12.5 
Textile mill products._._.___.__-| 6.8 1.6 2.9 —76.5 —57.4 
BN i Jost cet | 3.2 Q 1.6 —71.9 — 59.0 
Paper : ; : 8.5 4.8 5.2 ~43. 5 —38.8 
Printing and publishing- 5.3 3.2 4.3 39.6 -~18.9 
Chemicals i ei eee 8.6 7.9 8.1 «is ~5.8 
PS eco ienicecaael 11.1 9.2 9.3 —17.1 -16,2 
LE pease st fades 1a | 24.3 23.4 24.1 2 —20.9 —4.7 
Leather souk 3.3 1.6 2.2 —51.5 — 33.3 


| 
| 


1 Ist 3 quarters. : 
2 Includes miscellaneous plastics in 1958 and 1959. 


Source: Based on data of the Federal Trade Commission; Securities and Exchange Commission. 


Mr. Surex. I might say on that list except in one case every indus- 
try’s profits has decreased from the 1947-49 average to 1959—every 
one except one—and that was tobacco, 

Senator Proxmire. I have before me the economic indicators pre- 
pared by the Council of Economic Advisers for the Joint Economic 
Committee, and that indicates that in 1949 corporate profits before 
taxes were $26 billion, after taxes $16 billion, and that by 1956 cor- 
porate profits had risen to 44.7 percent before taxes and they had risen 
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to 23.5 percent after taxes, and there was a recession, of course, then, 
in which there was a drop. But there was a sharp increase during this 
period. 

Mr. SuicH. These are changes in percentage of profits that I have 
read or changes in the percentage of profits, not in the total profits. 
In the percentage of profits. 

For instance, in primary metals, the 1947-49 average was 7.5 per- 
cent. The 1959 average was 5.0 percent. 

Senator Proxmire. Percentage of what? 

Mr. Suieu. The percentage of profits. On sales. 

Senator Proxmire. Profits to net worth ? 

Mr. Suicu. No, profits on sales. Profit margin. 

Senator Ciark. I wonder how significant that is? Because some 
of our most prosperous industries and service establishments make 
very large and justifiable profits out of a very large volume with a very 
low percentage of profit on sales, while several others have a very high 
profit margin with reference to sales but a very low volume. 

So I wonder how meaningful it is? 

Mr. Suicu. We feel rather strongly that profit on sales is the only 
universal yardstick that can be used effectively, because in the books 
of various companies, depreciation and many other factors enter into 
the investment figure. And this gives a means of approaching the 
problem that seems 

Senator Bennerr. May I ask the witness a question ? 

Senator Ciark. Surely. 

Senator Bennerr. Do you have the intervening years between 
1947-49 and 1958? 

Mr. SuieH. Iamsorry;I donot. If my memory serves me correctly, 
I think in 1929 the average profit for industry was 6.1 percent, and 
never since then has it reached as high as 5 percent. I think in the last 
year or two it has been about 3.5 to 4 percent, something of that kind. 

Senator Bennett. But you do not have the specific figures for the 
steel industry which you are quoting ? 

Mr. Suiiew. No, I do not. The only one on this page is primary 
metals, which includes steel and is mainly steel. 

Senator Bennerr. But you do not have the intervening figures for 
primary metals? 

Mr. Stien. No, I do not. 

Senator Bennerr. Nor any comparison other than the 1958 and 
1959 to the 1947-49 ? 

Mr. SuicuH. We can supply those figures. We have not got them 
here. 

Senator Ciark. It would be helpful. 

(The information referred to follows:) 





NATIONAL ASSOCIATION OF MANUFACTURERS, 
New York, N.Y., February 29, 1960. 
Senator PauLt H. DovuGLas, 
Chairman, Subcommittee on Production and Stabilization, 
Committee on Banking and Currency, 
U.S. Senate, Washington, D.C. 


DeEAB SENATOR DovuGLas: During my testimony on 8S. 2382, the committee mem- 
bers requested that I provide additional data relating to the decline in industry’s 
profit margins during the decade of the 1950’s. I am glad to submit this informa- 
tion in the enclosed tables. Supplementary table 1 shows the ratios of profits to 
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net sales, by major industry groups, for the average of the years 1947-49, each 
of the years 1950-58, and the first three quarters of 1959. Supplementary table 2 
shows the percentage change in the data for each year compared to the 1947-49 
average. Also, because of the committee’s interest in steel industry profits we 
have included data for this industry separately. It should be borne in mind, of 
course, that profits for 1950-53 were affected to a major degree by the excess 
profits tax imposed as a result of the Korean war. 

I would like to reiterate our belief that net profits as a percent of sales is the 
most appropriate measure of profitability in studying the causes of price in- 
creases. Clearly, a decline in profit margins measured on this basis indicates 
that price increases have been less than the increases in various operating 
expenses. 

Thank you again for your courtesy in permitting me to present to your com- 
mittee the views of the National Association of Manufacturers on S. 2382 
and §. 64. 

Cordially, 


Cuas. R. Siien, Jr. 
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Senator Benner. The point I am trying to get at is: Is the range 
between 5 and 7.5 percent the long-time pattern of the industry, this 
particular group, or is this one where it might have been 12 or 15 
percent and now has dropped down or 1 or 2 percent and has raised 
up? 
"Me, SuicH. I cannot tell you definitely, but I would doubt whether 
there is any such difference. 

Senator Ciark. Mr. Sligh, I would like to press you again for your 
further comment on my view that your standard is not particularly 
relevant, because whether you are a stockholder or member of the 
general public, a stockholder certainly is just as well off if a company 
makes a 2 percent profit margin on every dollar of sales and sells 
twice as much of the product as if it makes 4 percent profit margin 
on sales and sells half as much. The fact that many of our most 
prosperous industries have low profit per dollar of sales is really 
rather an asset than a liability because it makes it easier to increase 
volume. 

Mr. Suicu. There are certainly some industries that historically 
make lower margin of profit than others, but I would hate to think 
that we have come to the point in this country where if a company 
does twice as much business it should receive no more profit. In 
other words, certainly anyone earning a living 

Senator Crark. I would not want you to put words in my mouth. 
I never said or implied any such thing. 

My suggestion for your comment was that I wonder whether your 
standard is a relevant or meaningful one in view of the fact that a 
company might be very prosperous indeed and very happy with a 
very low margin of profit per dollar of sales. 

Mr. Suicu. In some industries I think that is true. The food in- 
dustry, for instance. Food stores make a very low margin of profit 
but make a large dollar-volume profit. Other industries make a 
higher margin but have lower volume. 

Senator Bennett. May I just comment again out of my experience 
in industry? That depends on the product you would sell or the 
service you would render. Food can be distributed at a low margin 
of profit because everybody is a customer and there is a wide variety 
of material available, and we have succeeded in cutting the cost of 
food distribution down to a point probably lower than any other 
industry. 

Senator CiarK. Except that only 2 cents out of a loaf of bread 
goes to the wheat producer and the rest of it goes to the processors 
and distributors. 

Mr. Suen. I think I have read that there is is well over a hundred 
taxes included in that loaf of bread, and that might be a wonderful 
place to cut cost. 

Senator Crark. I think it would, but if you did that you would 
cut a lot of services, and even the National Association of Manufac- 
turers might be worse off. 

Mr. SrieH. We would take our chances on that. 

Senator CareHart. The general tendency in the United States today 
is for business to do a greater volume and make less percentage of 
profit on sales, but their total dollar earnings are greater, of course, 
than they have been in the years gone by. 
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The end result of that may be good and it may not be good. Tt 
certainly is not good if as a result of that bigness you run out of 
business all of the little fellows. And there is that tendency to do 
so. A man might make 2 percent profit on a billion dollars worth 
of food sales a year and make a lot of dollars, but if a little fellow 
was only doing $100,000 worth of food sales he would only make 
$2,000 at 2 percent, so he would immediately be in trouble. 

But that is the pattern in the United States. Volume is going 
up because prices are going up, and the percentage of net profit is 
getting less in every industry. The result is that it makes it easier 
for the big fellow to do business. It makes it tougher for the little 
fellow. 

The question is: Is it a normal thing? Is it inevitable? Is it a 
good thing or a bad one? I am not passing upon that because I am 
not that wise at the moment. 

But, nevertheless, that is what is happening in the United States. 

Of course, in the case of foods I must make this observation: That 
the cost of food to the consumer is quite high, and the percentage that 
farmer is getting is getting lower each year. 

There was a time when the farmer got 64 percent of the consumer’s 
dollar. Today he gets about 38 percent of the consumer’s dollar. 

Maybe it is good or maybe it is bad, but I think what I have just 
said is factual. 

I do not know that we are going to do much about it as a result of 
this legislation except maybe study the problem and issue a report as 
we do in the committees_here and then that will end it. 

Mr. Suieu. I would like to identify myself as a small-business 
man. I am in the furniture business, have been all my life, and have 
a plant that employs approximately 200 people, so I am a small busi- 
ness man. 

But my fear is not so much the large corporation as large govern- 
ment, and I think Government interference with business has done 
more to harm small business than the larger businesses. Larger busi- 
nesses are customers of small business. 

Senator CareHart. You will agree with me that the tendency 
is for sales to increase and net profits to decrease ? 

Mr. Suicu. I think that is the tendency. I do not say that is good. 

Senator Carenart. I do not say it is good either. I just say that 

Mr. Suiex. I think profits actually have decreased much more than 
even this table would indicate, because, as I understand it, deprecia- 
tion has been understated by roughly 6 billion dollars a year, so that 
that 6 billion must be taken out of the total profits if we are going to 
be fair about what profits actually are rather than what the figures 
purport to show. 

Senator Carenarr. That is the general tendency—for net profits 
percentagewise to decrease. The volume goes up. And, of course, we 
are just fooling ourselves a hundred percent in respect to depreciation 
costs because .we are depreciating machines that cost us say 50 cents, 
depreciating them on the basis that it costs us 50 cents, but when we 
go to replace them they are going to cost us $2.50. 

Mr. Suien. That is right. 
Senator Ciark. Procell, Mr. Sligh. 
Mr. Suieu. Thank you. 
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This simply confirms statistically what should be obvious to com- 
mon observation. The public is protected against monopoly powers 
in the hands of business by our antitrust laws. Similar monopoly 
powers in the hands of labor unions are not only permitted, they are 
actually encouraged by the law of the land. 

I hope it is clear that I am not pleading for the imposition of a 

system of Government wage controls as a means of checking inflation. 
W age controls or wage surveillance are just as repulsive to the prin- 
ciples of free enterprise as are price controls or price surveillance. 

Parenthetically, [ want to say I was quite surprised to find myself 
in agreement with Stanley Ruttenberg this morning when he testified 
against the bill. 

Senator CLrark. He weakened later. 

Mr. Srieu. He did? 

There are no criteria to guide government bodies in deciding upon 
a correct level of wages, just as there are no criteria for specifying 
correct prices. 

I hope it is also clear that I am not suggesting the abolition of col- 
lective bargaining. 

The danger against which I am protesting has its source in the 
power of national and international unions to threaten an entire in- 
dustry and, in effect, to blackmail the general public. 

The exercise of this power has fed the fires of inflation in two w ays 
First, existence of the power has hampered management in its bar- 
gaining and resulted in unjustifiable wage increases which result in 
an upward push on costs and prices. 

Secondly, the effort to escape annual interruptions to operations 
imposed by union power has led to long-term contracts which provide 
for a continuation of cost increases regardless of changes in the state 
of demand. 

We urge upon you, then, that if the aim of Congress is to produce 
a bill that will effectively curb inflation, such a bill should be directed 
toward reducing the raw and rampant power of union leaders rather 
than worrying about the symptomatic price increases which the exer- 
cise of this power causes. 

Finally, we would also suggest that a program aimed at curbing 
inflation’ must lay stress on the maintenance of fiscal integrity. 

In any program for protecting the Nation against inflation two 
centers of power must be dealt with—the Government and the labor 
unions. In its fiscal activities the Government has enormous power to 
promote or to check inflation. Since this power stems from the essen- 
tial nature of Government, our effort must be to insure that it is used 
sensibly and responsibly. In the case of the labor unions the matter 
is somewhat different. There is no reason for us to tolerate the con- 
tinued existence of this concentration of power in the private hands 
of a few labor officials. 

In your efforts to find a solution to the inflation problem, I entreat 
you not to throw the free-enterprise baby out with the inflationary 
bathwater. Either we will depend on free competitive markets to 

set prices and wages or we will have to rely on a comprehensive system 
of Government regulation. 

I have objected to a number of the provisions that are proposed 
before this committee in S. 2382. But, above that, I am much heart- 
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ened that Congress is devoting so much serious thought to the problem 
of maintaining price stability and preserving the value of our money. 

I am pleased that you are giving this matter your attention and 
hope that my comments will be of some help to you in reaching a 
sound decision. 

Senator Crark. Thank you very much, Mr. Sligh. 

Senator Capehart ? 

Senator Carenart. No. 

Senator CiarK. Senator Proxmire? 

Senator Proxmiee. Mr. Sligh, you say until now the role of the 
Government has been to promote the conditions under which the free 
enterprise economy can flourish. Do you feel that the basic act, the 
E ws ment Act of 1946, does this? Did your organization favor it? 

Mr. Sricu. No, I would have to say that probably that should be in 
the overall our Government has done this. 

Senator Proxmire. Do you think this would be true of the unem- 
ployment compensation sy ‘stem we have in this country? Does your 
organization favor that ¢ 

Mr. Suicn. I think that unemployment compensation if it is in rea- 
sonable degree is probably all right. 

Senator Proxmire. Did the National Association of Manufacturers 
have a position on unemployment compensation years ago when this 
was first proposed? Do you recall? 

Mr. Suc. I cannot tell you offhand. 

Senator Proxmirg. How about social security ? 

Mr. Sticu. We have no stand on that except we again do not feel 
that this should get to the point where we are socializing medicine and 
things of that kind in this countr y. 

Senator CLarK. But did you have a position on social security when 
it was first proposed? Were you not against it ? 

Mr. Suicu. I think probab ly we did have a position on it. That was 
before my time in this capacity. 

Senator CrarK. I think you were against insurance on bank de- 
posits. Do you recall that ? 

Mr. SuigH. You are a little ahead of me. I would have to look up 
the record. 

Senator Proxmire. How about the Fair Labor Standards Act pro- 
viding minimum wages and maximum hours. Are you opposed to 
that ? 

Mr. Srien. Yes, we are. 

Senator Proxmire. You are opposed to that? 

Mr. Suien. Yes. 

Senator Proxmrre. Then you say the role of Government has been 
promoting conditions under which the free enterprise economy can 
flourish, It seems most of the basic and important changes which we 
have had in the last 25 or 30 years you have opposed and you have felt 
that those have not been in the interest of establishing conditions under 
which free enterprise can flourish. Is that right? 

Mr. Suen. I think many of them would fall in that category ; yes. 

Senator Proxmire. All right. 

You say, in fallacy 5, it 1s a fallacy that the public can determine 
the correct price or structure of prices more efficiently through Gov- 
ernment intervention than the action of the free market. 
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As I understand this bill, a principal purpose of it is factfinding. 
This particular part of the bill to which you are addressing yourself 
here. Providing the truth, providing the facts that the public can 
understand and so that public opinion can react. 

Why, if the NAM feels as strongly as it does, that its case is so 
emphatically clear that labor is causing inflation, should you not wel- 
come this?) Why should you not applaud it and say all the factfinding 
the Government can bring to bear on this is wonderful because you 
feel that this is going to improve your position because you are right 
and labor is causing this inflation ¢ 

Mr. SuicH. We do not feel that we should use the power of Govern- 
ment against labor, which I understand you are implying we might 
want to do. 

Senator Proxmire. No, no, no; we are using the power of Govern- 
ment 

Mr. Suicu. In other words, we think the use of Government power 
is wrong whether it is against labor or management. 

Senator Proxmirr. Of course. I feel the same w ay too. I do not 
want to use it against labor or against management or against busi- 
ness. I want to use the power of Government to bring to the attention 
of the public what the facts are in a labor-management controversy 
which can result in a price increase which can set off inflation. 

Mr. Siieu. It seems that most of the facts are available anyway. I 
think in this day and age, when both the union and management are 
pretty much aware of the ‘public relations aspect, they both try to get 
the facts to the public. 

Senator Proxmire. They do indeed, but you recall this morning 
when Congressman Reuss’ excellent statement quoted Brandt, of the 
St. Louis Post- Dispatch. He asked President Eisenhower at a news 
conference, if, since both the steel industry and labor had been issuing 
self-serving statistics, their view of the facts, would it not be useful 
if the Government should appoint an impartial, competent factfinding 
agency to bring out what the real facts are, and the President at that 
point said this is a very intelligent suggestion. And why isn’t it? 

Mr. Suicu. I think, in the first place, it would be practically impos- 
sible to find an impartial factfinding body. 

Senator Proxmire. W ould you say the Secretary of Labor is im- 
parti: retary Mitchell ? 

Mr. Su: iGH. I would repeat my statement that I think it would be 
prac ‘tically impossible to find an impartial factfinding body. 

Senator Proxmire: Perhaps that is a point well tz ken. People have 
a viewpoint one way or the other, but is it not very easy to find in 
Government people who have a far less partial view than either labor 
or management has in this kind of a dispute ? 

Mr. Suicu. That may be, and much less knowledge of the facts. I 
mean much less knowledge as to how the facts should be interpreted 
and used, in other words. 

Senator Proxmire. Exaetly why the hearings are necessary. 

Mr. Suieu. I do not think so. 

Senator Proxmire. So they can develop this understanding. 

Mr. SuicH. I think that management still has the job to run the 
business. That is what they are hired for, and they have the respon- 
sibility to the stockholders, to the consumers, and to labor. 
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Senator CLark. But not to the general public. 

Mr. Suicu. The general public. I think certainly the steel industry, 
and any other industry that I know of, is very much interested in serv- 
ing the general public. Without the general public they cannot stay 
in business. 

Senator Ciark. If they are in a position to charge the general pub- 
lic as a result of a combination between management and labor every- 
thing the traffic will bear, which I believe to be the fact, do you not 
think that that is something which is against the public interest ? 

Mr. Suien. That presupposes that there is no competition, or very 
little. 

Senator Crark. Well, there is not in steel, is there? There is 
not in oil, is there? There is not in half a dozen industries. 

Mr. Suicu. My point is that where it is lacking, if it is, it is brought 
about by this power of the unions rather than the power of the manage- 
ment. In other words, we have antitrust laws in this country, which 
we believe should be prosecuted and obeyed. We have no such laws 
in connection with labor unions. 

Senator CLark. Let us assume for the moment you are right. I dis- 
agree with you, of course, but let us assume you are right. Does it not 
still become important for someone representing the general public, 
and ordinarily that is Government, to at least determine what the facts 
are, so that it will not be a situation where everything the traffic will 
bear is being gouged out of the helpless public, which cannot defend 
itself even though it is operating under a democratic form of govern- 
ment ? 

Mr. Stien. You see, this bill presupposes that if the facts are known 
the public will exert pressure which will then bring about the correct 
solution. 

Senator Crark. Which it may. This is a very timid little bill, as 
I have said many times. We hope it will help solve it. 

Mr. Suan. I have to first point at the steel strike. I think that the 
public before the steel strike was very much against the steel strike. 
Every poll that I saw, and I have seen no contr: adiction of this by any 
poll, the workers themselves were against a steel strike. But all this 
public opinion did not prevent one. 

The second point I would like to make is that you have mentioned 
several times that this is a timid bill which we are trying out at this 
time, which sort of gave me the impression that maybe eventually 
we could get a much stronger bill as soon as possible, and that is the 
type of foot-in-the-door legislation that scares me a little. 

Senator CLark. Yes, I am sure it does. 

Mr. Sticn. Very much. 

Senator Proxmrre. Is it not true, Mr. Sligh, that the steel com- 
panies followed U.S. Steel price leadership before the steel unions 
were organized, before 1937 ? 

Mr. Suicu. I am not familiar especially with the steel industry, 
frankly. It is not my industry, and I do not have all the facts in 
connection with steel. 

‘Senator Proxmire. The historical evidence is that even before we 
had unions and even without unions there has been in some industries 
either collusion or price leadership, or at any rate absolutely precise 
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and similar prices throughout the industry established, and a price 
which never goes down, always goes up. 

Do you have any evidence to contradict this assertion? . 

Mr. Suieu. I will be glad to check the evidence and submit it to 
you as we findit. I donot have it at hand. 

Senator Proxmire. I would be very happy to receive any evidence 
from you that there have been significant reductions in prices of steel 
over the last 30 or 40 years, or in automobiles in the last 20 or 25 
years, regardless of what has happened to demand, admitting that 
there has been an upward tendency in cost, a very sharp and very 
significant upward tendency. 

“Mr. SuiieH. We will submit it to you. (See p. 97.) 

Senator Proxmire. Nevertheless, there has been an upward trend in 
costs for farm products, textile products, and yet those prices have 
fluctuated. They have been competitive. In fact, farm prices have 
dropped while everything the farmer has to pay for, all of his costs, 
have been increasing. But in these industries we are talking about 
there has been not “only an upward bias but nothing but a climb. 
Good times, bad times, regardless of the situation, the price goes in 
one direction, upward, and the consequences to the general public are 
quite serious, 

Senator Bennerr. Before you finish that particular picture you 
have to realize that. wages went upward constantly and regularly over 
this same period. The thing is parallel. We have not had any wage 
drops 1 in this period. 

Senator Crark. But you had a productivity increase which is 
really quite substantial. 

Senator Benner. But not as much as the wage increase. 

Senator CLark. It depends on the industry. 

Senator Proxmrre. I call the attention of the Senator from Utah 
to the fact that between 1954, the first quarter, and the third quarter 
of 1955, there was a drop of 6 percent in labor costs, according to the 
Federal Reserve Board, in this country, a 6 percent drop overall, and 
in industries that were technologically very proficient it was much 
greater than that. There was no price decrease in these industries. 
Prices went up. 

Senator Bennerr. There was no drop in basic labor rates. 

Senator Proxmire. Oh, no, rates have not gone down. The Senator 
from Utah is correct. But the important thing as far as pricing is 
concerned is the cost of labor. In other words, if you can have one 
man who for various reasons can do twice as much work one year as he 
could the year before, it is possible to pay him more and yet reduce 
your prices and make higher profits. It is possible to do that because 
he is producing more. 

Senator Benner. That is true, and I hope the day will come when 
we will translate productivity into lowered prices, but the whole 
psychology of this country since the beginning of World War II, and 
actually to go back to the reaction that was developed in the beginning 
of the 1930's, is that when prices go down somebody shrieks “deflation. 
We are on our way to another recession.” We have an inflation psy- 
chology which bothers me, as much as I am sure it does my friend 
from Wisconsin. And some day at another forum I am going to have 
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a lot more to say about this, both with respect to the attitude of labor 
and the attitude of management. 

I think, Mr. Chairman, there is another factor in this situation, the 
effects of which we in this country have not yet come to realize, and 
that is the factor of foreign competition. That is a new force, a new 
balancing force, a new lev eling force which both industry and labor 
have to begin to take into consideration. 

Senator Ciark. If we do not realize it, it is not because people have 
not been calling it to our attention almost daily for the past 2 or 3 
years. 

Senator Bennett. I am sure the steel industry is realizing it, and 
I think if we had the figures and the facts we would discover ‘that the 
American manufacturers of steel have practically abandoned certain 
markets because they have not been able to compete in them. 

Senator Crark. That is a controversial matter, as I am sure the 
Senator from Utah knows. I call his attention to a very able pam- 
phlet, the conclusions may not be sound, entitled “The Hoax of 
Foreign Competition in the Steel Industry,” which was disseminated 
by the United Steel Workers during the course of the strike. Cer- 
tainly they do not think foreign competition is a very important 
factor. 

Senator Brennetr. If you go to buy barbed wire or nails in the 
United States today, if there is any, it is not getting out into our mar- 
ket in the West. We are getting Japanese and German products. 

Senator Proxmrire. I would like to return to the witness. I might 
say to the Senator from Utah that I share his deep concern. I think 
this is one of the purposes of this bill, because we are concerned with 
foreign competition and pricing ourselves out of the market. We 
recognize this is not only a domestic problem, these rising prices in 
America, but it is an international problem. It is a problem that 
very seriously affects the future of American industry and competition 
abroad. 

It seems to me that we have had prices go down in some industries, 
like the textile industry, and we have had that happen where we do 
have real competition. Where you do not have that kind of com- 
petition, they have not gone down. Furthermore, union activity to 
raise wages 1s unimportant as a factor in determining the price of oil, 
and yet we have had increases, regular increases, in the oil industry. 

Senator Crark. And an enormous failure to cut prices despite the 
fact that costs have substantially been cut through the development 
of very cheap oil in Venezuela and the Middle East and elsewhere. 

Senator Proxmire. An enormous supply in relation to demand, 
with Texas oilfields operating 10, 12 days a month. 

Senator Crank. Twelve days a month. 

Senator Bennett. Let us talk about textiles. It is foreign competi- 
tion in textiles that broke the domestic prices. It was not domestic 
competition in textiles. 


Senator Proxmrre. That is competitive situation. The Senator 
makes a good point. 

Senator Bennerr. It was Japanese and Italian, particularly Japa- 
nese, competition in textiles that broke that down, and this is begin- 
ning to exert its force on many other industries. 
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Senator Crark. I just want to note for the record that, having 
just had occasion to look into this question, in my estimation the 
overall effect. of Japanese competition in textiles has been substan- 
tially overstated. It was far more psychological than it was economic. 

Senator Proxmire. May I say to Mr. Sligh it is my feeling that 
many of your objections would “be applicable to the administration’s 
handling of the steel strike; that is, the Vice President and the Secre- 
tary of Labor intervened in the steel strike. They undoubtedly played 
an important role in helping to establish what the settlement was, 
which the head of the largest steel company in the country has called 
definitely inflationary. There was a big increase, in his judgment at 
least, in wage costs. The difficulty of this situation is that the public 
was not let in on it. In other words, this situation was handled 
behind the scenes. We still do not know what the considerations 
were. One of the great advantages of this bill is to bring some of 
this out from behind the scenes and we would all know what was 
going on. Do you not think this would be a healthier situation than 
what happened with respect to the administration’s handling of the 
steel strike ? 

Senator Bennetr. Mr. Chairman, I cannot let this go into the 
record without a comment. 

We do know what happened. We know that between the time the 
80-day period started and the time the strike was settled labor made 
two contracts with other industries much better than the contract that 
was finally made with the steel industry. Labor made settlements 
with the can industry and with the aluminum industry, and they 
simply said when they came back after Christmas to the steel people, 
“We are not going to settle with you at a price lower after a strike 
than we got from these other industries without a strike.” Then the 
question came of finding a middle point between the companies’ last 
offer, which they knew the workers would not accept, and the settle- 
ment that was made with aluminum and can. And the fact that the 
steel rate was exactly halfway between those two points I think indi- 
cates that it was a rather successful compromise of these two posi- 
tions, which at the beginning seemed to be unyielding. 

Senator Proxmire. What I am talking about is not the consequence. 
What I am directing my question to is the manner in which it was 
achieved: (a) By Government. inter vention; (b) without public 
knowledge of exactly what was going on. 

Mr. Suicu. Again I would say if you want to get at the real basic 
cause of this again we find one man, or a small group of men at least, 
able to shut down not only the steel industry but a large part at least 
of the aluminum industry and the can industry. As long as that situ- 
ation exists, I do not think we are going to solve these problems at all. 
I think you will solve them if a union is bargaining for the employees 
of a company, and that is what bargaining I believe started out as— 
a group of people in a company banding together to bargain with the 
employer of that company. 

Senator Proxmire. You are suggesting we do not permit organi- 
zation on an industrywide basis ? 

Mr. Suicu. That is correct. 

Senator Proxmire. But you are still not getting back to my original 
question, which was directed at the administration’s handling of the 
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steel strike, as compared to the proposal of public handling of such 
disputes that has been made in this bill by Senator Clark. 

Mr. Suigu. My answer is that I do not favor the bill nor the method 
used in the bill or suggested in the bill. I do not think this is an 
answer to the problem. 

Senator Proxmire. You do not care to compare it with the admin- 
istration’s handling of the steel strike ? 

Mr. Suicu. No. I will just say that I do not think that a hearing 
is the way it should be handled. 

Senator Proxmire. It is better to handle it privately behind closed 
doors / 

Senator CLark. Without regard to the public interest? 

Mr. Suicu. I do not think that is true. I do not think it was han- 
dled without regard to the public interest, because if we say that we 
are blaming not only the company but blaming the unions and the 
Vice President and the Secretary of Labor. I do not think any one 
of those individuals or groups would go against the public’s best 
interest. 

Senator Crark. Let me see if I understand your position, Mr. Sligh, 
and you correct me if I do not state it correctly. It is that in connec- 
tion with labor-management disputes, whether or not they involve a 
threat to national security, national interest, the Government should 
keep its hands off and the matter should be handled by private 
negotiation between management and labor unions. But the labor 
unions should be cut down from their present position of economic 
power and restricted to bargaining limited to units of the manufactur- 
ing industry involved. Do I correctly state your position ? 

Mr. Sue. I think basically that 1s my position. I want to make 
clear that I am not saying that you should bargain plant by plant, 
necessarily, but. company ‘by company, or in some cases locality by 
locality. In other words, there may be some businesses that in a given 
locality may want to bargain with a union covering the business in that 
particular locality. But certainly I feel certain there is a terrific im- 
balance of power today between management and labor. In other 
words, if Mr. Blough of U.S. Steel should call a halt to production in 
all the steel plants in this ¢ ountry, I think all of you gentlemen and all 
of us would be very much upset and would feel that it was an in- 
tolerable situation. And yet one man on the other side of the bargain- 
ing table can do that under our present laws as they exist, and I think 
that is wrong. 

Senator Proxmire. May I just sum up with one final question that 
relates to this, trying to summarize what your position is. You are 
opposed to this “fact finding procedure, of attempting to have the 
Government find what the facts are and disclose them to do so only 
in cases where it appears to threaten the national economic stability. 
In other words, much of your objection it seems to me would be very 
valid and I would accept it 100 percent and be enthusiastically w ith 
you if it applied in trying to determine what the facts are in all kinds 
of price decisions. This is only in those rare cases as happened just 
last year with the steel strike and happens perhaps every other year 
occasionally where the national economic stability is threatened. You 
feel that this kind of factfinding proposed in the bill would just work 
mischief and would not accomplish the objectives we seek? 
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Mr. Suen. I do, because I feel there are so many opportunities for 
differences of opinion as to what constitutes a threat to the economic 
stability of this Nation. We are going to have to depend on one man 
or a small group of men to make that decision. In one case they might 
decide one thing and in another case they might decide something very 
different, and one of them might be wrong or both of them might be 
right. But there is no guarantee that because they are in the Govern- 
ment they will know the answer to those things. 

Senator Crark. You are not willing to give the President of the 
United States the authority to initiate a fac tfinding proceeding of this 
sort and tell what the truth is in an industrial dispute affecting the 
national economic stability ? 

Mr. Suen. I think the President did ask the Secretary of Labor, 
as I remember it, to find the facts in the case of the steel strike. 

Senator Crark. Yes, he did; but I am trying to get at your view, 
and : again I do not want to misstate your position, 

As I understand it, your organization, which of course has not had 
an opportunity to review your testimony, but you are speaking for 
your organization 

Mr. Suicu. May I speak just a moment on that? You say that 
in a way that might imply that my organization does not know what 
I am saying or would not back me in what I s say. I want to try to 
clear that up. I noticed that question was not asked of any other 
witness. 


Senator Proxtmire. May I say while I was here I always asked 
that question. 

Senator Cuark. There was not much point in asking Representative 
Reuss. 

Senator Proxmire. Or Dr. Means, who does not represent any as- 
sociation. 

Mr. Suieu. I could not find that he represented anybody, just him- 
self; but in the case of Stanley Ruttenberg, supposedly he represents 
the CLO. 

I once asked a member of the CIO staff how their policy was decided, 
and he said, “Oh, well, Walter Reuther pretty much decides our 
policy.” 

I assure you that is not the case in the NAM, and I want to point 
out that I think there is no organization in the country that comes 
to its policy decisions in as democratic a manner as the NAM does. 

Senator Crark. Mr. Sligh, just to button it up—and again tell me 
if I misquote you—your organization which you represent here today 
is unwilling to give the President of the United States statutory au- 
thority to institute a factfinding proceeding to determine whether 
proposed increases in prices | and possibly wages, which appear to 
threaten the national economic stability, are justified or not? 

Mr. Suien. If that is what this bill does, we are opposed to it. 

Senator Crark. Thank you very much. 

Senator Bennett ? 

Senator Bennerr. I think that is enough, Mr. Chairman. 

Having been a member of the Board of NAM, I know how pain- 
fully they reach their policy decisions and how difficult it is to get 
men from many different industries and with many different points 
of view to agree. So I assure you that Mr. Sligh, who is their chief 
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staffman, would not be their chief staffman very long if he spoke 
at variance with the basic policy of the organization. 

Mr. Suicu. Nor would I have many members backing me, because 
our association is not a compulsory organization. No one is com- 
pelled to join nor compelled to continue the payment of dues. They 
can resign if they do not like what I said today. 


Senator C LARK. Which they will now learn for the first time in the 
new spi aper Ss. 


Mr. Suicu. As a membership, and I am sure Stanley Ruttenberg’s 
members will take a lot longer to find out what their policy is. 

Senator CLark. My guess is they will never find out at all. 

Mr. Suicn. I think perhaps you are right. 

Senator CLark. Any further questions? 

Thank you very much, Mr. Sligh. 

(Mr. Sligh’s prepared statement follows:) 


STATEMENT OF CHARLES R. SLIGH, JR., EXECUTIVE VICE PRESIDENT, NATIONAL 
ASSOCIATION OF MANUFACTURERS 


My name is Charles R. Sligh, Jr., and I am executive vice president and for- 
merly president of the National Association of Manufacturers. I appreciate your 
courtesy in providing an opportunity for me to present the association’s views 
on the bills before you for amending the Employment Act of 1946. 

Our organization includes approximately 20,000 companies in all industries 
and in all parts of the Nation. While we are not specifically a spokesman for 
either small business or large business, the fact is that over 80 percent of the 
association’s members employ fewer than 500 workers. The association’s policies 
are formulated by its members, and more than 3,000 individual representatives 
of member companies participate in the policy-forming process. For these rea- 
sons I can assure you that this statement accurately reflects the views of a broad 
and representative cross section of manufacturing industry. 

The twin problems of furthering economic growth and maintaining stable price 
levels have long been of major concern to our organization. As primary means 
of combating inflation we have consistently opposed deficit financing, excessive 
government spending, economically unjustifiable wage increases, and expansion 
of the money supply at a rate which is excessive in relation to the growth of 
production. At the same time we have supported programs that would facilitate 
economic growth by removing the barriers which discourage individual initia- 
tive, by permitting the accumulation of productive capital, by promoting an eco- 
nomic climate favorable to business expansion, and by preserving a stable politi- 
eal and economic system. 

The two bills which we are considering today use widely different approaches 
to these problems. S. 64 is limited to making relative stability of prices an ex- 
plicit aim of Federal economic policy. S. 2382, however, goes much further. 
It would introduce into the Employment Act of 1946 a new concept of the Gov- 
ernment’s economic role, and estabiish a new requirement for public hearings in 
connection with price increases or wage increases which might lead to price 
increases. 

I would like to review briefly the provisions and implications of these bills. 
Basically the National Association of Manufacturers is in agreement with the 
objectives of 8. 64. However, we are strongly opposed to the new concepts and 
new requirements which would be introduced into the Employment Act by 
S. 2382. The Employment Act as it stands specifically requires that all actions 
under it be consistent with the principles of free enterprise. The changes which 
are proposed by S. 2382 are inconsistent with those principles. 


8. 64 


In the 1959 Economic Report of the President it was requested that the Em- 
ployment Act be amended to make reasonable price stability an explicit goal of 
Federal economic policy, on a par with the goals of maximum production, em- 
ployment, and purchasing power that are now specified in the act. 
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The President pointed out that “Such an amendment would strengthen Gov- 
ernment’s hand in restraining inflationary fears and would help build a public 
opinion favorable to the adoption and vigorous application of needed measures.” 
Furthermore, he said, ‘‘This amendment would make it clear that Government 
is as determined to direct its policies toward maintenance of price stability as it 
is to employ them in combating economic contraction.” 

The National Association of Manufacturers endorsed this proposal during 
the hearings that were held before the Joint Economic Committee on the 1959 
Economic Report.’ Our endorsement of this amendment is not based on the as- 
sumption that it introduces a new principle. Rather, it is a clarification of an 
objective that is already implicit in the Employment Act. The protection of the 
value of our currency is a historic responsibility of our Federal Government. 

Such clarification is desirable because the act has sometimes been misin- 
terpreted as directing the Government to use inflationary fiscal and monetary 
policy to increase demand, as means of expanding employment and purchasing 
power. In the long run this policy is self-defeating as a means of increasing 
employment and supporting economic growth. The deterioration of our inter- 
national economic position illustrates the fact that we have nothing to gain, 
and a great deal to lose, by using inflationary fiscal and monetary measures. 
It is especially significant that our most serious competition comes from the 
nations like West Germany and Japan which have been most firm in their 
determination to resist inflation. 

The amendment proposed in S. 64 would put both our own people, and the 
rest of the world, on notice that we intend to preserve the value of our currency. 
The National Association of Manufacturers views this as a constructive step. 


8. 2382 


Turning now to S. 2382 we find that this bill contains four major provisions. 
First, the President is called on to establish quantitative goals for the economy. 
Second, he is urged to send economic reports to Congress more frequently. 
Third, the President is directed to publicize any disagreements on monetary policy 
which exist between the administration and the Federal Reserve Board. Fourth, 
the President is given the added duty of holding hearings and issuing opinions 


on price increases in certain circumstances. He is also directed to hold hearings 
on wage increases when they are claimed to be the source of price increases. 

We are opposed to these provisions, as we beleive that they are in conflict 
with the principles of a free enterprise system. The Employment Act of 1946 
specifically states that its objectives will be pursued “in a manner calculated 
to foster and promote free competitive enterprise.” This bill, as we show, 
leads us away from this significant requirement, and away from reliance on 
the market place as the regulator of our economy, toward increased Govern- 
ment planning and control and a stifling of individual initiative. 

In the remainder of the time at my disposal, I shall review each of the 
proposals of S. 2382 in turn, discuss the weaknesses of the bill and demonstrate 


that its passage would result only in confusion and impede continuing economic 
growth. 


Establishing economic goals 


A major provision of 8. 2882 is the requirement that the President shall include 
in each year’s Economic Report, in quantitative terms, the levels of employment, 
production and.purchasing power which he deems maximum, and current and 
foreseeable trends. This amendment raises questions as to whether the estab- 
lishment of such goals is desirable and also whether they can be developed 
satisfactorily. 

As I understand it, the proponents of this provision do not maintain that it 
would introduce a new concept into the Employment Act. To the contrary, they 
interpret the basic act as requiring such estimates, state that hey have not been 
provided and intimate that they would be helpful in evaluating the programs 
recommended in the report. However, Mr. Dawson, chairman of the subcom- 
mittee, stated in the majority report that “what is sought here is a quantitative 
statement of the levels which the President and his Council of Economic Ad- 
visers believe should be reached.” 

The setting of quantitative goals by the Central Government comes disturbingly 
close to the 5-year or 7-year plans of totalitarian states. Up until now, the 


1 Hearings, January 1959, Economic Report of the President, p. 5990. 
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role of the Government has been to promote the conditions under which the free 
enterprise economy can flourish. Is the Government in the future to undertake 
the function of establishing goals which the populace will be expected to meet? 
Suppose they are not met? What mechanism would then be proposed to force the 
economy into this preconceived mold? Truly, if this amendment becomes law, 
it will be a step in the direction of a planned economy for American citizens. 

Possibly this amendment is intended as a revival of a proposal which was 
specifically rejected at the time when the Employment Act was originally 
adopted in 1946. An earlier version, which Congress would not accept, directed 
the Government economists to construct each year a statistical model of the 
operation of the economy for the coming year. If a gap was detected between 
the statistical estimates of potential output at full employment and of expected 
demand, it would be the Government’s duty to fill in that gap by its own spend- 
ing and taxing policy. 

The construction of such economic models was a favorite exercise of some 
economists as World War II drew to a close. This technique was thoroughly 
discredited by its results—virtually all of these models led to the conclusion 
that the Nation would be faced with a deflationary economic situation when 
the war was ended, with,some 8 to 10 million persons unemployed. Since the 
problem of the post-World War II period was inflation, rather than deflation. 
it is fortunate indeed that Congress had not enacted this form of economic 
analysis into law. We are startled to find a similar proposal being revived in 
the face of that experience. 

On the practical level we are, of course, faced with the problem of whether 
or not it is possible to establish reasonably reliable goals or targets for the 
economy. A respected authority on this point is Dr. Arthur F. Burns. Dr. 
Burns has spent many years on the statistical analysis of data covering a 
period of time which are the basic elements of any projection. Furthermore, 
during his term as Chairman of the Council of Economic Advisers, Dr. Burns 
was exposed to the problems of conducting analyses in the circumstances under 
which the head of the Council has to work. With this background, Dr. Burns 
commented in connection with the 1955 report of the President that : * 

“The present Economic Report, like its predecessor does not specify numerical 
goals for the coming year. If these had been presented, neither the economic 
analysis of the report, nor its recommendations of policy, would have been 
improved in any way. The impression might, however, have been created that 
economists or Governmental officials can reliably estimate how much our economy 
is-able to produce under conditions of full employment. that they can reliably 
judge what the numerical magnitude of employment, should be, and that they 
ean reliably: estimate the quantitative effects of specific public policies or pro- 
grams. All this may become true in the future; it is not true today. 

+ tk * * * * * 

“Economists who are familiar with statistical vagaries such as this, and 
who know how difficult it is to measure with tolerable accuracy even experiences 
of the past, will hesitate to specify numerical goals for the Nation’s economy 
over the next 6 months or year or two. They know that in setting goals some 
arbitrary assumptions must he used and that alternative assumptions, which 
often are no less reasonable than the particular ones selected, can lead to such 
a wide range of results that the caleulated goals cannot have great value for 
policy decisions.” 

We submit that section 6(b) of S. 2382 is neither desirable nor workable 
and should be eliminated from the bill. 


Submission of supplemental reports 


Little appears to be gained by the proposed section 6(c). The Employment 
Act empowers the President to submit reports which will supplement or modify 
the Annual Economy Report at his discretion. The proposed amendment leaves 
this unchanged. 

The testimony on the companion bill to S. 2382 before the House subcommittee 
indicates that the only purpose of this amendment is to remind the President 
of the nower in the act and urge him to use it “whenever it would be helpful 
to the Congress.” More snecifically it seems to be an invitation to renew the 
eustom of submitting a midyear report. 


2 Hearings, January 1955, Economic Report of the President, pp. 44—45. 
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We believe that the frequency with which this power is used should be left 
to the President. Clearly the preparation of even a supplemental report is ex- 
pensive and time consuming. It cannot be expected therefore that such a report 
will be submitted at “every shift of the wind in the marketplace.” At the same 
time it is possible that situations could arise where a supplemental report is 
patently desirable. 

We take no position on this matter, therefore, other than to point out that 
the inclusion of section 6(c) appears to be somewhat pointless as it in no way 
disturbs the power existing in section 3(b) of the Employment Act. 

Federal Reserve Board independence 

The proposed section 6(d) in our opinion represents a step toward abridging 
the independence of the Federal Reserve Board. 

I think it would be generally agreed that discussion of monetary and credit 
policies is an integral part of any well-rounded analysis of economic conditions. 
Nothing in the Employment Act of 1946 precludes such a discussion in the Eco- 
nomic Reports, and experience has been that financial problems are discussed 
exhaustively. Nor would anyone deny that Federal Reserve Board policy is an 
appropriate subject for public appraisal. 

The proposed section 6(d), however, goes much further than simply provid- 
ing for an adequate review of monetary and credit factors in the Economic Re- 
ports. This section is a directive from Congress to the Executive to recommend 
monetary and credit policies “to the same extent as all other policies affecting 
employment, production, and purchasing power.” Furthermore, the President is 
directed to include a statement from the Reserve Board as to the reasons for 
any disagreements or reservations it may have respecting the President’s 
recommendations. 

We do not feel that such a move is desirable. This proposal seemingly stems 
from an inaccurate view of the Reserve Board’s functions. Many policies con- 
trolling governmental actions are of such a nature that they are amenable to 
lengthy discussion and analysis before they are adopted or changed. Flexibility, 
however, is of the essence in successful credit management. The Federal Reserve 
Board must be unfettered in changing its position with the ebb and flow of the 
economic tides. 

Furthermore, this proposal ignores the fact that there is regular discussion 
and coordination of activities between the Federal Reserve Board and the Ad- 
ministration. The Chairman of the Federal Reserve, the Secretary of the 
Treasury, and the President maintain open channels of communication at all 
times. It is to be expected that honest differences of opinion will arise from time 
to time among men of good will pursuing similar objectives. It is not clear, 
however, that anything would be accomplished by discussing these disagree- 
ments in the Economic Report other than freezing the respective positions so 
that later attempts to resolve the differences would be hampered. 

The considerations which led Congress to establish an independent banking 
authority in 1913 appear valid today. Our experience during the period when 
Federal Reserve Board policy was subordinated to the desires of the Treasury 
Department illustrates the dangers of tying the Board’s actions to the programs 
of the executive branch. The Treasury-Federal Reserve Accord of 1951 is a 
recognition of the damaging effects on the economy of limiting the ability of 
the credit authorities to perform its duties and carry out its responsibilities 
in an independent, objective, nonpartisan and impartial manner. 

For these reasons, which I have summarized briefly, we strongly urge that 
this committee disapprove the provisions of proposed section 6(d). 

Price and wage provisions 

We now come to the price and wage control provisions of 8S. 2382 implicit in a 
proposed section 7 of the Employment Act. In our opinion, the enactment of 
these provisions would disrupt the orderly marketing and distribution of goods, 
and heighten rather than decrease the inflationary pressures in the economy. 
And finally, the provision would prove to be impossible to administer. We cannot 
urge too strongly that this committee reject the proposal lest serious damage be 
inflicted on the economy. 

First of all, we find numerous fallacious assumptions underlying this proposal. 
sriefly they are: 

Fallacy 1: That individual prices of goods and services must remain fixed if the 
stability of the price level is to be preserved.—A stable price level anticipates that 
individual prices will rise and fall in response to supply and demand, with the 








116 UNEMPLOYMENT ACT AMENDMENTS 





result that the overall level will be stable. The problem, then, is as much one of 
why some prices do not fall as one of why other prices rise. 

Fallacy 2: That rigid prices are per se desirable——Improvements in quality, 
design and utility are generally regarded as desirable even though they result in 
higher prices for the product. Such improvements might not be adopted, how- 
ever, if the manufacturer were deterred from raising prices to offset the higher 
costs of the improved item. 

Fallacy 3.—That surveillance of prices in selected industries will control infla- 
tion.—Concern with the level of wholesale prices has sometimes led to the con- 
clusion that certain industries such as steel are basic and that by controlling the 
prices of these industries it is possible to control inflation. Actually these indus- 
tries are no more basic than the distributive trades or the service industries. As 
a matter of fact, much of the increase in consumer prices during recent years 
has occurred in rents and other sources. 

Fallacy 4: That price and wage surveillance is not price and wage control.— 
It has been stated that this provision is not price or wage control, but is designed 
merely to introduce the element of public participation in the making of the most 
important private decisions on wages and prices which affect and induce the 
inflationary spiral. We disagree. The act of empowering a Government body to 
point the finger of scorn at proposed price increases and to require a justification 
for the increase satisfactory to that group is price control regardless of the name 
which is applied to it. 

Fallacy 5: That the public can determine the correct price or structure of prices 
more efficiently through Government intervention than the action of the free 
market.—The function of the free market is to determine the value of products 
individually and in relation to other items providing similar benefits. The free 
market continuously assays these relationships and establishes relative value 
criteria in terms of price. If Government intervention is to be substituted for 
the action of the market then either it must be based on market relationships (in 
which case it is unnecessary) or we must be willing to accept a new system for 
establishing values and social priorities in the private economy. It is fallacious 
to assume that the judgments of a governmental body in this area would be more 
efficient, lead to an improved allocation of resources or adjust the structure of 
prices in any way that is superior to the action of the market. 

Fallacy 6: That prices cause inflation.—Price increases are a result of infla- 
tionary pressures in the economy rather than their cause. The causes are found 
in an excessively large money supply and/or the upward pressure of costs. 

-The underlying weakness of this bill is also revealed by the fact that it does 
not and cannot establish criteria for evaluating proposed price or wage in- 
creases, and in the establishment of sweeping powers and authority without 
corresponding responsibility. 

S. 2382 says that “the President directly or through any Federal agency he 
designates, shall hold public hearings * * *” on price and wage increases. The 
President appears to have two alternatives. He can establish a separate board 
in each case. In this event no consistency in findings could be expected and 
companies requesting increases would have no inkling of what would constitute 
a satisfactory justification. Alternatively, the President could assign this chore 
as a continuing function of an existing or newly established Government body. 
As a practical matter, this could only mean that the designated unit would 
become one of the most powerful of Government agencies and yet one which, 
as a result of the vagueness of this amendment could easily escape the control 
of both Congress and the President and act according to its whim. 

There is no indication in this proposal of which industries, companies, or 
products are to be included in its surveillance, what constitutes a reasonable 
justification for an increase in price (or for that matter whether different 
criteria are applicable in individual cases), the extent to which companies can 
be forced to disclose confidential data regarding cost-price relationships, the 
amount of notice that should be required, or the nature of the hearings to be 
conducted, that is, whether they should follow recognized judicial procedures 
or whether a more informal procedure is adequate. 

Furthermore, this proposal makes no provision for compensation of injured 
parties. The powers granted the group conducting the hearings in effect place 
in its hands the welfare and survival of individuals, companies and even entire 
communities that may be adversely affected by its decisions. 

In pointing out the practical difficulties that would be encountered in enforc- 
ing this provision I do not mean to suggest that it could be made into a good 
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law by spelling out specific criteria or specific rules of procedure. In fact, 
I do not see what possible criteria could be established for deciding what the 
eorrect price should be for any commodity or service in a free enterprise 
economy. 

What are the foreseeable effects of this proposal? It is not, of course, neces- 
sary to envision utter chaos in the marketplace, in order to evaluate the possible 
effects of this requirement. Such a possibility, however, is clearly within the 
realm of reason and must be reckoned with. 

Short of such a disaster, however, several ill effects can almost certainly be 
expected to flow from any form of price surveillance. To mention only the 
most important, the proposed price surveillance would: 

1. Impede price reductions.—A company that might be in a position to reduce 
prices would hesitate or fail to do so because of the possibility of being subjected 
to the hearing procedure if an increase subsequently became necessary. 

2. Result in a lowering of quality—To avoid the hearing procedure a com- 
pany might well lower the quality of its products in order to meet rising costs 
without financial loss. 

3. Cause the disappearance of low-priced items—When costs rise a company 
might prefer to cease producing the lower priced items in its line, rather than 
face the troublesome and costly hearing procedure which might be involved in 
a price increase. These items would probably be of special interest to con- 
sumers in the lower income groups. 

4. Lead to unbalanced production and employment.—At present a preponder- 
ance of companies do not give advance notice of price increases. Under the 
hearing procedure, however, it is hard to see how such advance notice could 
be avoided, since producers would hesitate to run the risk of a later disapproval. 
Buyers would be aware of the intended increase and hasten to build their in- 
ventory at the existing lower price. Later, whether the anticipated price 
increase actually occurred or not, there would be a period of reduced demand 
while these inventories were worked off. 

0. Lead to overpricing of new and improved products.—Pricing new and 
improved products is hazardous at best. Knowledge that if the prices were set 
too low, the company might have to justify the consequent increase, would 
insure that prices of products in this class were set high enough to avoid 
this danger—in short, they would be intentionally overpriced. 

6. Lead to complete price and wage control.—Under the hearings procedure 
there is no compulsion on manufacturers to act according to the findings, As- 
suredly some will decide that their knowledge of the necessity for the price 
increase is superior to that of the group holding the hearings, and go ahead with 
the price increase anyway. These instances will be interpreted as the failure 
of a voluntary procedure and used as justification for complete price control. 
Once the assumption is made that governmental bodies possess sufficient wisdom 
to make price decisions it is hard to see how the Government can fail to go 
all the way in implementing such decisions. 


The real culprit—and a suggestion 


Lurking in most of the proposals for price surveillance which have been pre- 
sented to Congress is the notion that prices in some industries are somehow 
not responsive to market forces and also the idea that excessive corporate 
profits are responsible for rising prices. I would like to exercise these two 
“devils” and offer a suggestion for action that, in our opinion, will be much 
more fruitful in curbing inflation than any program of price surveillance could 
possibly be. 

An earlier version (S. 1237) of the present bill provided that hearings on 
price increases be held when they are proposed in industries where most of 
the output is produced by relatively few firms. The concept underlying this 
approach is that some firms in so-called concentrated industries, because of 
their size and dominant position, can raise prices without regard to market 
forces. I would like to point out three fatal weaknesses in this approach. 

First, the concentrated industries appear to be whatever the proponents of 
this theory want them to be. For example, a leading member of this school, 
Dr. Gardner C. Means, appearing before a subcommittee of the House ad- 
mitted that, in developing his analysis “to a very considerable extent I drew on 
my extensive knowledge of industrial concentration,” and further stated that 
it would be impossible to supply the committee with objective criteria which 
could be used in duplicating his analysis. Such a statement, of course, violates 
the basis canons of sound research and casts doubt on the entire analysis. 
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Second, the analysis is based wholly on the wholesale price index which 
measures the prices of items which are used by producers. Of greater signifi- 
cance as a measure of inflation is the Consumer Price Index which measures 
the price movements of things bought and used by final consumers. This index 
has been characterized by a rise in the prices of services and rent to a much 
greater extent than an increase in durables, which might be alleged to reflect 
the price behavior of firms in the so-called concentrated industries. 

Third, much is made of the infrequency of price changes in these so-called 
administered price industries. This peculiarity, however, appears to stem from 
the fact that the analysis is based on the use of items in the wholesale price 
index, and serious students of price economics find little of substance to it. A 
study of price fluctuations in cencentrated industries by Dr. Jules Backman,* 
professor of economics at New York University, for example, found that large 
price increases occurred in products in which the degree of concentration was 
slight, as well as those for which it was high. Furthermore, concentration did 
not protect industry from the need to reduce prices as indicated by price re- 
ductions in some industries with high concentration ratios. 

A study by the Bureau of Labor Statistics, dated 1959 and entitled “Frequency 
of Change in Wholesale Prices—A Study of Price Stability,” also illustrates the 
fallacy of the claim that rigidity of price is dependent on the degree of concen- 
tration in the producing industry. This study covered price changes between 
1953 and 1956 in 1,789 separate commodities at various levels of fabrication, 
from raw materials to finished goods. What this study demonstrated was that 
frequency of price change is related primarily to the degree of fabrication of the 
commodity—raw materials showing the most frequent price changes and highly 
processed products showing the least frequent price changes. Differences in price 
behavior seem to reflect mainly this factor, rather than any so-called concentra- 
tion in an industry. 

It is not a new discovery that raw materials fluctuate more frequently and 
more widely in price than finished goods. Practicing economists have long been 
aware of this fact. There is no reason to suppose that it has any sinister con- 
notation. : - 

The language referring to “industries where most of the output is produced by 
relatively few firms” has been omitted from the present bill. It is hoped that 
this indicates an abandonment of the administered price explanation of inflation, 
but if so it leaves us in the dark as to the philosophy which underlies the pro- 
posal for price surveillance. 

‘There still remains, however, the misapprehension that excessive corporate 
profits must lie at the root of the upward trend in prices. I have appended to 
this testimony a table which will clarify this point. This table shows that in 
1959, the national income was roughly 87 percent, and income originating in 
corporate business 93 percent higher than the average of 1947-1949. These 
gains are reflected, however, primarily in employee compensation. The compen- 
sation of corporate employees doubled during the period, rising from $86 billion 
to $173 billion. At the same time corporate profits have increased only 41.6 per- 
cent. Thus it is clear that the gain in corporate income was translated primarily 
into employee compensation and to a much smaller degree into profits. 

These data show very clearly that the increase in labor compensation has been 
of far more importance than the level of profits in the upward movement of prices 
which has occurred in the postwar period. This simply confirms statistically 
what should be obvious to common observation. The public is protected against 
monopoly powers in the hands of business by our antitrust laws. Similar 
monopoly powers in the hands of labor unions are not only permitted, they are 
actually encouraged by the law of the land. 

Union power is used in the first instance against individual companies. The 
threat of an interruption to production, with all the losses that would thereby 
be entailed, is used to extract inflationary and economically unjustifiable in- 
creases in wages and fringe benefits. But union power has gone much beyond 
the stage where it merely threatens the position of individual companies. It 
has been used to shut down whole industries and thereby threaten the welfare 
_ and safety of the entire Nation. In some instances, apparently such conduct has 

been based on the hope of provoking Government intervention. The expectation 
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is that when the disruption to the economy becomes bad enough the public will 
insist on the Government moving in to settle the dispute at any cost—which in 
practice would mean on the union’s terms. 

I hope it is clear that I am not pleading for the imposition of a system of 
Government wage controls as a means of checking inflation. Wage controls 
or wage surveillance are just as repulsive to the principles of free enterprise 
as are price controls or price surveillance. There are no criteria to guide 
Government bodies in deciding upon a “correct” level of wages, just as there are 
no criteria for specifying ‘correct’ prices. We know, however, that when 
markets, whether for labor or for products and services, are dominated by 
monopoly the general public is exploited. 

I hope it is also clear that I am not suggesting the abolition of collective 
bargaining. We believe that it is all right for an employer to bargain with 
representatives of his own employees, if he and his employees decide they wish 
to bargain in that way. The danger against which I am protesting has its 
source in the power of national and international unions to threaten an entire 
industry and, in effect, to blackmail the general public. 

It was decided many years ago that the future of the country was insecure as 
long as any individual or group possessed powers as vast as those now possessed 
by labor unions. We believe that decision is applicable today. 

The exercise of this power has fed the fires of inflation in two ways. First, 
existence of the power has hampered management in its bargaining and resulted 
in unjustifiable wage increases which result in an upward push on costs and 
prices. Secondly, the effort to escape annual interruptions to operations imposed 
by union power has led to long-term contracts which provide for a continuation 
of cost increases regardless of changes in the state of demand. Manufacturers 
were helpless to prevent a rise in employment costs during 1957-58, even though 
demand was declining, because these increases were extracted from manage- 
ment in long-term contracts signed during the boom period prior to the recession. 

We urge upon you, then, that if the aim of Congress is to produce a bill that 
will effectively curb inflation, such a bill should be directed toward reducing 
the raw and rampant power of union leaders rather than worrying about the 
symptomatic price increases which the exercise of this power causes. I must 
be explicit here. I am not urging any widespread union-busting activities. To 
the contrary, it is our opinion that the unions can have a legitimate and worth- 
while function in furthering the aims of their members. 

What is urged here is simply a limitation of the naked power of a handful 
of union officials who use their power to further their selfish aims at the expense 
of the people. 

Finally, we would also suggest that a program aimed at curbing inflation 
must lay stress on the maintenance of fiscal integrity. Unbalanced budgets re- 
sult in increases in monetary supply without regard to the level of production 
and such increases can only be inflationary in their effect. 

However, it is a mistake to conclude that mere budget balance is the only 
criterion for an anti-inflationary fiscal policy. A high-level of Government ex- 
penditures, even if paid for out of current revenues, is inflationary. The reason 
is that some part of the money collected in taxes would otherwise have been 
saved, whereas in the hands of the Government it is all spent. Therefore, an 
anti-inflationary fiscal program must aim not only at budget balance, but at a 
balance at the lowest level of expenditures that is practically attainable. 


CONCLUSION 


In any program for protecting the Nation against inflation two centers of 
power must be dealt with—the Government and the labor unions. In its fiscal 
activities, the Government has enormous power to promote or to check inflation. 
Since this power stems from the essential nature of government, our effort 
must be to insure that it is used sensibly and responsibly. In the case of the 
labor unions the matter is somewhat different. There is no reason for us to 
tolerate the continued existence of this concentration of power in the private 
hands of a few labor officials. 

In your efforts to find a solution to the inflation problem, I entreat you not 
to throw the free-enterprise baby out with the inflationary bath water. Either 
we will depend on free competitive markets to set prices and wages or we will 
have to rely on a comprehensive system of Government regulation. You can’t 
have it both ways, and I believe the American public is overwhelmingly on the 
side of the free competitive markets. 
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I have objected to a number of the provisions that are proposed before this 
committee in 8, 2382. But, above that, I am much heartened that Congress is 
devoting so much serious thought to the problem of maintaining price stability 
and preserving the value of our money. Only a few years ago—and even now 
in some quarters—it was the fashion to proclaim that price stability was a dis- 
tinctly secondary objective and that it could safely be ignored in favor of the 
“full employment” goal. It is a sign of a new maturity in economic thinking 
that it is now generally recognized that prosperity and economie growth require 
a sound currency. I am pleased that you are giving this matter your attention 
and hope that my comments will be of some help to you in reaching a sound 
conclusion. 


National Income and Income Originating in Corporations, 1947-59 
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1 Includes only domestic profits, to maintain comparability with compensation data. 
Source: Based on U.S. Department of Commerce data, 


Senator CurarKk. The hearings will be in recess until tomorrow morn- 
ing at 9:30, and our first witness will be the Honorable Raymond J. 
Saulnier, Chairman of the Council of Economic Advisers. 

(Whereupon, at 3:52 p.m., the subcommittee recessed, to reconvene 
at 9:30 a.m., Thursday, February 25, 1960.) 
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THURSDAY, FEBRUARY 25, 1960 
U.S. Senate, 


CoMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON PRODUCTION AND STABILIZATION, 
Washington, D.C. 

The subcommittee met, pursuant to recess, in Room 5302, New 
Senate Office Building, at 9:40 a.m., Senator Joseph S. Clark pre- 
siding. 

Present: Senators Clark, Proxmire, Capehart, Bennett, and Bush. 

Senator CtarK. The committee will be in session. 

A number of the other members of the subcommittee, including the 
chairman, Senator Douglas, will be here shortly, but I have been asked 
to open the hearing and at least get matters started. 

Our first witness is the Honorable Raymond J. Saulnier, Chairman 
of the Council of Economic Advisers. 

Mr. Saulnier, we will be happy to hear from you. I understand 
that you would like to file your prepared statement at a later date 
and will testify this morning without the benefit of a prepared 
statement. 

If this is so, I will therefore direct now that Dr. Saulnier’s state- 
ment when he submits it will appear in the record after his verbal 
testimony. 

Would that be satisfactory, Dr. Saulnier? 


STATEMENT OF RAYMOND J. SAULNIER, CHAIRMAN, COUNCIL OF 
ECONOMIC ADVISERS 


Dr. Saunier. Mr. Chairman, that will be entirely satisfactory to 
me, and I appreciate your courtesy in allowing me to testify in this 
manner. 

Senator Crark. Will you just proceed in your own way, then, 
please ¢ 

Dr. Sautnier. Mr. Chairman, I am here this morning to present 
the views of the administration on two items of proposed legislation. 

Senator Ciark. Let me just clarify one point. We have a number 
of communications from various executive agencies, including one 
from the Department of Commerce which figured in the testimony 
yesterday. When you say you represent the administration could 
you just for the record clarify a little bit the extent to which your 
views represent a coordinated approach ? 

Dr. Savuinier. Yes, I would be glad to do that, Mr. Chairman. 

It is because, Mr. Chairman, these items of legislation are so im- 
portant for our economy and are of such very great interest to a 
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number of executive departments and agencies that we have made 
an effort to obtain the views of all these interested departments. 

We have had extensive discussions with them. Accordingly, I feel 
that the statement that I am in a position to make this morning rep- 
resents fairly not only the views of the Council of Economic Advisers 
but the views also of other interested and cognizant executive agencies. 

The fact that I am making this statement does not preclude, of 
course, the possibility that others will wish to make independent state- 
ments. 

I feel morally certain, sir, that there will be no conflict of view as 
between what I am going to say here this morning and what will be 
said in such independent statements as may be made. 

Senator CLtark. Thank you very much, sir. 

But, on the other hand, you do represent per haps more directly— 
or not’—the President. of the United States than the Secretary of 
Commerce, the Secretary of Agriculture, the Bureau of Budget, 
the Secretary of Labor, or the Office of Civil and Defense Mobiliza- 
tion ¢ 

Dr. Sauinter. Well, we have, of course, a different relationship 
to the President than the other agencies that you have mentioned. 
But I think that in this case, sir, there is no difference between the 
President's views, our views, and the views of these agencies. This 
is something on which I think it can be fairly said that there is a 
unanimous view. 

Senator CLark. That is very helpful. 

Dr. Sacintier.. Turning then, sir, to these two pieces of proposed 
legislation, S. 2382 and S. 64, they are, as I have said, items of legis- 
lation that in our judgment would have a profound effect wpon our 
economy, and, therefore, I should like to spell out rather fully our 
views concerning them. 

Let me comment first on the proposed new section 6 which S. 2382 
would add to the Employment Act of 1946. 

On this section I would like first to comment on a general point, 
namely, the implication that it carries that the President is not now 
giving due effect to certain specified provisions of the Employment 
Act. 

Now, in this connection, I would say that subsection (c) of the pro- 
posed new section 6 is especially, if I may say so, sir, gratuitous. 

This subsection would invite the President to make supplementary 
reports on the economy and in those reports to make revised recom- 
mendations to the Congress for measures to promote the growth and 
stability of our economy. 

Of course, the statute as it stands permits this. There has never, 
so far as I know, been any question about that. Furthermore, these 
reports have been made in the past when an occasion demanded them, 
or suggested them. 

Senator CLark. Dr. Saulnier, would you prefer to finish your state- 
ment before we question you, or would you be agreeable to having us 
interrupt you as you go along? 

‘Dr. Sauinter: It would be perfectly agreeable to me, sir, for you 
to interject a question if it would be useful for you to do so. 

Senator CiarKk. Thank you, sir. 

I would ask you this question; seeking information. 
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Dr. SAuLNter. Yes. 

Senator Cruark. Have there been any supplementary or revised 
recommendations submitted under the provisions of section 3(b) of 
the act during your term as chairman of the Council of Economic 
Advisers ? 

Dr. Sautnrer. To the best of my know ledge, there have not been. 

May I just comment further on that, sir? 

Senator Ciarxk. Yes, indeed. 

Dr. Sautnter. That is because in the President’s judgment there 
has been no occasion in that time when such a statement would have 
been useful. 

If I may just make one further comment, Senator Clark. We 
must recognize that the President has many communications with 
the Congress in the course of a year, and his recommendations to the 
Congress on economic matters are frequently repeated and sometimes 
revised during the course of a year. 

We could go into the history, let us say, of the legislative session of 
1959 for examples of this. 

Senator Crark. Is it not true, Dr. Saulnier, that during the entire 
Eisenhower administration there have been no periodic supplemental 
or revised recommendations coming from the Council of Economic Ad- 
visers to the Congress and submitted by the President ? 

Dr. Savinter. Because economic conditions have not suggested the 
need for them, there have not been such supplementary reports. 

Senator Ciark. And is it not true that during the previous years 

after the enactment of the Employment Act of 1946, by which I mean 
from 1947 through 1952, such supplementary or revised recommenda- 
tions were furnished to the Congress by the Council of Economie Ad- 
Vv a 

Dr. Sautnter. It is my understanding, sir, that it was a fairly regu- 
lar procedure. 

Senator Crark. Sothat we have, in effect, a policy change? Maybe 
the word “policy” is too grand a word. 

Dr. Sattnier. Shall we say procedural ? 

Senator Ciark. I think it is more than procedural. It may not be 
as much as policy. 

But, in effect, during the Eisenhower administration the Council of 
Economic Advisers has not thought it wise or desirable to submit the 
supplemental and revised recommendations to the Congress which the 
act permits but does not require? Is that a fair statement ? 

Dr. Sautnter. I would amend it for the correctness of the record, 
Senator Clark, by saying that these reports are not the reports in any 
case of the Council of Economic Advisers but the reports of the Presi- 
dent. 

Senator Criark. Prepared for the President by the Council of 
Economic Advisers ? 

Dr. Savunier. That is correct, sir. 

Senator Ciark. I think this is important, and I am sure it will con- 
tinue to be polite. The draftsmen of this bill, which include myself, 
are in disagreement with this change in procedure or program or 
policy, using whichever word you see fit, and it was in order to indi- 
cate that disagreement that this provision was put in the bill. 
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So in order to determine for the benefit of the committee whether 
the draftsmen of the legislation or you, sir, are correct in having meee 
that change, I think it would be most helpful if you would elaborate 
little on why you think you are right and the draftsmen of the bill are 
wrong. 

Dr. Sacinter. Well, I would say just this, Senator Clark 

Senator Clark. Excuse me for interrupting once more. Perhaps it 
was gratuitous, but it was certainly deliberate that the act was so 
drawn. 

Dr. Savinter. I would say just this, Senator Clark: That there 
is complete understanding in the executive branch on the part of the 
President, on the part of the Council of Economic Advisers, that 
such supplementary reports may be made if it is deemed desirable 
to do so. There is no need to remind the President of this and, 
indeed, to remind him of this by an act of law suggests that he has 
overlooked something, 

The fact of the matter is that he has not overlooked this at all. 

Senator CiarKk. Well, then, perhaps we should redraft the provi- 
sion of section 6(c) so as to make the transmittal of supplementary 
or revised recommendations mandatory under certain conditions, 
which in the opinion of some of us existed almost continuously during 
the period when the administration has not furnished such reports. 

In order to give you an opportunity to comment, I will say that 
it is the view of some of us that the constant and fluctuating changes 
of our economy almost from month to month and certainly at a far 
more accelerated pace than merely from year to year result in the Eco- 
nomic Reports becoming obsolete long before the next report has 
been filed. | 

So that it seems desirable to many of us to have these pronounce- 
ments, which carry great weight with the country, both factually and 
psychologically, made more ~ frequently in the interest of a more 
orderly consideration and discussion of our national economy and its 
changes. 

A good example occurred in the year 1958, when before the middle 
of the year the economy turned around and what you had said at 
the beginning of the year appeared to be quite out of date by the 
middle of the year. That the enormous Federal deficit which began 
to be apparent after the President had anticipated a surplus, did call 
for your confiding to Congress your views as to what effect the en- 
tirely different economic condition was havi ing or would have on 
employment, growth, and stability of prices. 

I have made a rather long statement to give you something to take 
a ws at. 

Dr. Savcinter. I will comment on it just briefly and only to say, 
Senator, that I am glad you have mentioned the Economic Report 
which was issued in January 1958. 

Let me say that you astonish me when you say that the E conomic 
Report delivered or transmitted to the Congress by the President in 
January 1958 was obsolete by midyear. 

There was a heavy obsolescence of economic views in 1958. But 
there was no obsolescence of the views expressed in the Economic 
Report. As a matter of fact. those views survived very well. 
Senator Crark. This must bea matter of opinion. 
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Dr. Sautnier. It is a matter, sir, that I would be perfectly happy 
to submit to any panel of objective judges of economic forecasts. 

Senator Ciark. Do you think you foresaw the slowing down to a 
snail’s pace of the growth of the economy? Were you in a position 
to tell the President at the time he was preparing his budget mes- 
sage that instead of having a surplus for the coming fiscal] year he 
would have a deficit of over $12 billion because the gross national 
product would not grow to the extent that he anticipated it would 
when he made his recommendations on the budget to the Congress? 

Dr. Sacinier. We were able to see toward the end of 1957 signs of 
recovery im our economy, and in the report which was submitted in 
January 1958 the President stated an optimistic view of economic 
developments. And, indeed, it was because we took that view that 
we were able to forestall some actions which were being sponsored by 
people who were taking a less optimistic view of things. 

We were able to forestall those. And fortunate it is that we did. 

Senator Cxiarg. And the result of your efforts—not yours en- 
tirely 

Dr. Sautnter. Not ours entirely; that is correct, sir. 

Senator CLark. But those of the administration, to the extent that 
any administrative action tempers the economic condition, and I 
realize that this is a question of difference of opinion, but the net 
result of your views was a Federal deficit of over $12 billion for the 
fiscal year? 

Dr. Sautnrer. It is perfectly true, Senator Clark, that the impact 
of recession on corporate profits and thus on the revenues from the 
corporate income tax was a good bit heavier than had been anticipated. 

Now, there were some other views, you know, expressed in Jan- 
uary as to how the economy was going to affect governmental reve- 
nues. I remember Senator Douglas, for example, expanding at some 
length on the deep effect which he anticipated on excise tax revenues. 
Now, this did not happen, Personal income stayed high. As a mat- 
ter of fact, during that recession, personal disposable income fell 
by less than 1 percent. There was very little impact on individual 
income tax receipts. 

Senator CLarKk. Well, then, how do you account for the $12 billion 
deficit after the administration, presumably after taking your advice 
at least in part, had projected a surplus? 

Dr. Sautnter. A far greater impact on corporate profits than had 
been anticipated. te 

Senator Busu. On that point, if the chairman will permit, is It 
not true a large part of that $12 billion deficit was a result of added 
spending measures which the Congress required because of their 
fear that the recession was going to go much deeper than it actually 
did ? , 

Dr. Saunnier. They contributed heavily, sir. That is right. 

Senator Busu. My recollection is that there was $5 billion of that 
deficit that was due to that particular reason. 

Senator CiarK. I think it was closer to four, but let’s say five. 
You still have nine to explain. 

Senator Busn. You have the balance to explain, which would be 
seven. ; 

Senator CLarK. Or eight. 


52356—60——— 
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Senator Busu. Which I think is not surprising in view of the ex- 
tent of the effect of the recession on corporate earnings, as the Doctor 
has just said. 

Dr. Sautnter. I think, Senator Clark, the important point for 
purposes of our present discussion of this paragraph of your pro- 
posed legislation is that nothing happened between January and July 
of 1958 to warrant any appreciable change in the recommendations 
that the President had made. 

Senator CLark. This again must be a question of opinion. 
certainly entitled to yours. 

Dr. Sautnier. And just to make one further statement, if I may, 
there are many other ways in which the President can transmit. re- 
vised recommendations to the Congress other than transmittal of a 
supplementary economic report. 

ners LARK. This, of course, is true. 

Dr. Sautnter. And he avails himself of these opportunities very 
frequently. 

Senator CLark. Well, I honor your position, which I know is com- 
pletely sincere. 

I only hope that the next Council of Economic Advisers will take 
a different point of view. 

You could say you hope they do not, and maybe that is the end of 
it. I still think we ought to have something in this bill to prod you 
to do what you do not want to do, although I know you are not going 
to do it unless we tell you you have to. 

Dr. Savrinter. I will simply say this, Senator Clark, and I respect 
your sincerity in this proposal : I will just say this—— 


Senator Busw. Mr. Chairman. I would like to comment on that 
if I may. 


Senator Crark. Certainly. 

‘Senator Busn. During that period it seems to me that the adinin- 
istr ation position was made very clear by irs resistance to the persua- 
sion exercised by some Members of the Congress that we ought to 
have a tax reduction at that time and that this would give the neces- 
sary fillip to the economy to put everything back on the track and so 
forth. 

I recall, I think, that if we had had a tax reduction of any meaning- 
ful proportions, say $5 billion, it would have only added that much 
to the deficit, because recovery was already underway, although it 
was difficult for some people to recognize it. 

But I think that during that critical period there in that spring 
the administration made it very clear that it did have confidence that 
the recovery that was imminent indeed was starting to take place, and 
I do not think any report they might have submitted under the pro- 
tocol laid down in this. particular bill could have added anything to 
the emphasis that they gave at that time to their confidence in the im- 
pending recovery. 

Senator Ciark. I do not think it is useful for the Senator from 

Connecticut and the Senator from Pennsylvania to take the time of 
- this hearing to discuss—— 

Senator Busu. My dear fellow, it is just as useful for the Senator 
from Connecticut to point out what actually happened as it is for the 
Senator from Pennsylvania, my distinguished chairman, to give his 
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views of what happened or what might have happened if they made 
a report. 

Senator Crark. Certainly. 

Senator Busn. I think it is right the record should show there are 
two sides to that. 

Senator Crark. The Senator is quite correct. I would like, if I 
could, to get the discussion back to another point, which is that it was 
not only in that year but in every year of the Eisenhower adminis- 
tration that these supplemental reports were not furnished, whereas 

they were furnished during every year of the Truman administration. 

The question before us 1s whether we want legislatively to attempt 
to get back to the procedure which was formerly in effect and which 
has now been ab: —— I think that is the question before us. 

Senator Busn. I understand that, and I offered my views as an 
argument that this type of requirement is not necessary and that the 

very year that you picked out is a demonstration of my point of view 
quite as well as it is of yours. 

Senator Criark. On this we can remain in disagreement and 
proceed. 

Senator Busu. That is the way we usually remain, I am afraid. 

Senator CLark. Friendly disagreement. 

Senator Busu. Yes, that is right. 

Dr. Sautnter. Mr. Chairman, to continue with other provisions of 
this proposed new section 6, these other provisions present a really 
very different question; far from merely calling the President’s atten- 
tion to some provisions of the Employment ‘Act which are ulready 
in existence, these sections of the proposed legislation would write 


new language into the act, and in the —— remind the President to 


give them due effect as if they were a 
ing them. 

Now, this, I submit, sir, is a rather odd kind of legislative drafts- 
manship. 

Senator Cuark. Perhaps you will elaborate with reference to each 
subsection of the proposed act. 

Dr. Sautntier. I will, sir. 

But draftsmanship here is less important than the substantive ques- 
tions, and I want to turn very briefly to those. 

The first substantive change which would be made in the E mploy- 
ment Act by this new section 6 is to'add a growth mandate. It 1s ex- 
pressed in terms of sustained growth. 

Senator Crark. Which subsection are you referring to, Dr, Saul- 
nier ? 

Dr. Sautnier. I am referring, Senator Clark, to subsection (a) of 
section 6. 

Senator Crark. Is it your view that there is not by necessary impli- 
cation in the present act a concept of sustained growth ¢ 

Dr. Sauunter. It is my view, Senator, that there is in the Employ- 
ment Act as it stands a mandate to pursue policies which will promote 
maximum employment and production. 

Senator CLark. I am going to have to interrupt you because we have 
just had word that that was a live quorum. Senator Bush and I, I am 
afraid, will have to go and get our names on the roll and come back. 

We will take a 10-minute recess for that purpose. I regret this, Dr. 
Saulnier, but there is nothing we can do about it. 


ready there and he were ignor- 
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Dr. Sautnier. That is perfectly all right, sir. 

(W hereupon, a recess was taken.) 

Senator CLark. The committee will resume its session. 

Dr. Saulnier, will you just continue in your own way, please? 

Dr. Savinter. Yes. 

Senator CLark. I think we were discussing section 6(a), were we 
not ? 

Dr. SautnirEr. I am commenting, Senator Clark, on certain sections 
of the proposed new section 6 of the E mployment Act, which, as I say, 
would make substantive changes in the act, and I w ill go as quickly as 
I can through the items of substantive change. 

First, as I said e: irlier, it would add a growth mandate to the Em- 
ployment Act. 

Our feeling on this point is that the Employment Act as it stands 
adequately covers the thought that the proposed legislation is ap- 
parently attempting fo capture in this little parenthetic al clause. We 
feel, therefore, that the change is unnecessary, and we would rec- 
ommend that the act not be ¢ hanged i in this respect. 

Senator Ciark. Let me ask you how you think it is changed, if you 
agree that there is a growth factor written into the original act. 

Dr. Saunier. Well, I suppose it is just, sir, that there is not much 
point in writing law over again that already exists. 

Senator Ciark. But I thought you said we were making a substan- 
tive change. This is what I am trying to get into my head. If there 
is no substantive change, if we are just Ww riting law over again, why 
allthe to-do? - : 

Dr. Saunier. It is a change of a substantive character, but it is 
repetitive of something that already exists. 

Senator CLark. How can it be 

Dr. Savuunter. It is repetitive of another substantive point in the 
Employment Act. 

Senator CLark. Not to pursue it too far, how can it be both? How 
can it be a substantive change, yet a reiteration of something that is 
already there‘ 

Dr. Sautnter. By a substantive change, sir, I mean that it is a 
c hange that looks to something other thana merely procedural matter. 

Senator Ciark. I find this hard to understand. I really am try- 
ing, too. 

Dr. Sautnter. It looks to something other than a merely procedural 
matter. It is substantive in the sense that it goes to a question of 
policy. 

Now, we would say that that substantive point is already covered 
in the act. 

Senator Crark. And, therefore, it cannot be a substantive change? 

Dr. Sautnter. Oh, no. You could write the same substantive point 
a half dozen different times in a piece of legislation, but it would not 
be useful to do so. 

Senator CiarK. If it is already there, why are we doing something 
new ? 

Dr. Sauunrer. I did not say that it was new, sir. I said it was 
substantive. 

Senator Ctark. And achange? 
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Dr. SauLnier. Well, it is a change, sir, in the sense that it will add 
some new language to the act. 

Senator Cuark. We misunderstood each other. I thought you 
meant this was a definite change in policy and direction. All you 
mean is that this isa change in words! Am I right 

Dr. Saunier. That is ‘correct, sir. But I would like to make this 
one point with respect to these words, and that is that while we feel 
the addition of this clause is unnecessary and therefore that the lan- 
guage should not be included in the act, I would say that if such a 
change is to be made it would be better to make it in terms of sustain- 
able growth rather than of sustained growth. 

Senator Criark. I think that is sensible. In other words, if we 
were to violently disagree with you, you w ould be less in opposition 
if we were to change the word “sustained” to “sustainable”? 

Dr. Savcuntier. I “would still say, sir, that I think it is repetitive and 
therefore unnecessary and recommend that the language not be in- 
cluded. 

Senator CLark. But you might be able to sleep a little better if we 
made that change? 

Dr. Saunier. On this matter I sleep very well as it is, Senator, and 
I would like to be left in my present state. 

Senator Ciark. Let me ask you this: Do you now agree that the 
concept of sustained growth is a necessary concept in our economy 
with a constantly growing population, because if we do not have a 
concept of sustained growth we cannot possibly have maximum em- 
ployment ¢ 

Dr. Sauunrer. I do wish, Senator Clark, that you would say “sus- 
tainable” growth, if you are prepared to make that amendment. 

Senator CriarK. I am flexible. Let’s call it for the time being “sus- 
tainable” growth, without any commitment on my part after the com- 
mittee goes into executive session to support the change. 

Dr. Savcinrer. I would hope permanently to convert you on this. 

Senator CLark. You are making very good progress. 

Dr. Sautnter. I would say, sir, there is no question but that. Fed- 
eral economic policy ought always in the economic field to be directed 
toward creating if they do not exist, and preserving where they do 
exist, conditions favorable to sustainable economic growth. 

Senator Ciark. And this for the purpose also of obtaining maxi- 
mum employment ? 

Dr. Sauunrer. That is correct, sir. That is correct, sir. And I 
would say further it is not only sustainable economic growth that we 
want, but we want to grow as fast as we can consistent with stability. 

Senator CLtark. Therefore, you want to promote the maximum sus- 
tainable sound growth? 

Dr. Sautnter. As fast as we can, consistent with our economic 
resources and with the maintenance of the kind of institutions which 

ve all prize. 

Senator Crark. Which, of course, includes reasonable price sta- 
bility ? 

Dr. Sauinter. It does indeed. 

In fact, sir, my advocacy of the concept of reasonable price sta- 
bility, which you include in your proposed legislation, is based on 
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the thought that reasonable price stability is an essential condition 
for sustainable economic growth. 

Senator Cirark. I think you made that very clear in the past. 

Dr. Sautnter. Second, the second substantive point which 

Senator Cirarx. The record will show our differing interpretations 
or definitions of the word “substantive.” I think that has been pointed 
out in previous colloquy. 

Dr. Sautnier. Yes. I might have made myself clearer if I had 
said that 1 was going to speak to substantive points rather than sub- 
stantive changes, but I think we know what is at issue here. 

Senator Ciark. Not to pursue it too far, but we do agree, do we 
not, that your objection to these changes, certainly the first change, 
is because you think they are unnecessary and not because you think 
they make any drastic change in the policy of the act ? 

Dr. Saunier. That is my reason for opposing the inclusion of this 
language “including the concept of sustained growth.” 

Senator CLark. So in essence the difference of opinion between us 
is based on semantics and psychology rather than on substance, is 
it not? 

Dr. Sautnter. I think there are some very important substantive 
matters, Senator Clark, and I will come to these in just a moment. 

Senator CLrark. But you agree the one we have just been talking 
about is not substantive in the sense in which I have used the word? 

Dr. Savctnier. It is, sir, just that I feel, first, that this language is 
unnecessary and I would therefore suggest that it not be used. Second, 
if you were to decide, in the wisdom of this committee and of the 
Congress, to include a parenthetical expression of this kind, I would 
propose that you substitute the word “sustainable” for “sustained.” 

Senator Ctark. I think that clears it up very nicely. 

Dr. Saunier. Now, Senator Clark, on the next substantive point, 
namely, the parenthetical expression “including the concept of reason- 
able price stability” which is part of section 6(a), on this, let me 
remind the committee that the administration, and the President in 
particular, has on a number of occasions expressed its desire to have 
a change in the Employment Act which would make reasonable price 
stability an explicit goal of Federal economic policy. 

Senator Crark. At an equal level with maximum employment and 
maximum production? Is that right? 

Dr. Sautnter. At an equal level, yes. 

Senator Crarx. And your thought is that it is not at an equal level 
under the present act ? 

Dr. Savutnier. My own personal view on this, Senator Clark, is 
that one could read the concept of price stability into the words 
“maximum purchasing power.” aldty 

Senator Crark. That is my view too, but you would like it a 
little more explicit ? 

Dr. Sautnrer. And T want to say that I was one of the late con- 
verts to the. view that new language ought to be injected. I can tell 
you why I was a convert or why I was converted. ; 

Public interest and support for this change became so widespread 
and so keen that there came a point after a while when if one said, 
“This idea is implicit in the act,” the words were open to the inter- 


pretation that you were not really very much interested in reason- 
able price stability. 
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Senator CiargK. You probably would be surprised to know that I 
agree with you. Do you, therefore, support S. 64, Senator Bush’s 
bill, of which I am a cosponsor ? 

Dr. Sautnier. I was going to go on, sir, to say that the adminis- 
tration would prefer a different way of making this change. 

It would be to make it through S. 64. However, we would propose 
a few language changes in S. 64, and I will submit to the committee 
the preferred language of the administration. 

Senator CLark. You do not have it with you now? 

Dr. Saunier. I do have that with me now. 

Senator Ctark. Senator Bush suggests you put it in at this point. 
I would be content to have you do so. 

Dr. Saunier. This will be submitted, Senator Clark, as an ap- 
pendix, appendix <A, to the statement which I will submit to the 
committee. (See p. 198.) 

Senator Busy. Mr. Chairman, the hearing is on both bills, you 
understand. 

Dr. Saunier. I understand it is. 

Senator Busy. As long as you are going to put that in the record, 
would you care to explain the reasons for the changes that you rec- 
ommend, if the chairman thinks that is appropriate? 

Senator Crark. Yes indeed, if I could ask one preliminary question. 

Are these changes which you are about to discuss the same that you 
made when you appeared before the House ? 

Dr. Sautnrer. They are, sir. 

Senator Crark. Thank you. 

Dr. Sautnrer. Exactly the same. 

We would prefer the expression “reasonably stable price level” 
rather than “relatively stable prices.” 

Senator Busu. Where? 

Dr. Sautnter. That occurs, Senator Bush, at four places in S. 64. 

Senator Busu. Yes. Reasonably stable? 

Dr. Sautnter. “Reasonably stable price level.” 

Senator Busu. Yes. 

Senator CrarKk. Instead of “relatively stable price level” ? 

Dr. Sautnter. “Relatively stable prices.” 

Senator Busn. So the change really is you strike out “relatively” 
and substitute “reasonably” ? 

Dr. Saunier. Take the “s” off prices and add “level.” 

Senator Crark. I am looking at Senator Bush’s bill, S. 64, section 
4(c), where the phrase is “a relatively stable price level under free 
competitive enterprise.” Could you tell us how you would change 
that phrase ? 

Dr. Sautnter. I can tell you how I would change that. I would 
change it to read “purchasing power, and to maintain a reasonablv 
stable level of prices.” 

Senator Busn. Instead of “price level” he says “level of prices ” 

Dr. Sautnier. “Under free competitive enterprise.” 

Senator Crark. And he changes “relatively” to “reasonably.” 

Senator Busn. Yes. 

Senator Ciark. Well, I think we all want to study that very care- 
fully. 
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Dr. SAULNiER. I see that S . 64, Senator C lark, i is now directed to the 
level of prices rather than to prices. I was in error in thinking that 
it was directed to prices and not to the level of prices. That is a 
change that I had not observed from an earlier version of this legis- 
lation. 

Senator Busu. Could I ask one question, Mr. Chairman ? 

Dr. Sautnter. I think this is an improvement. 

Senator Bus. Before we leave that thing about “reasonably stable 
level of prices,” do you regard that language as firmer than the 
language “relatively stable price level” 

Dr. Savunier. Well, first, we want to direct attention to the level 
of prices. 

Senator Bus. You what? 

Dr. SAULNIER. We want to direct attention to the level of prices. 

Senator Busn. Yes. 

Dr. Savctnter. Our object is to stabilize a level of prices rather 
than to stabilize individual prices. Your proposed legislation as it 
stands does that adequately. 

Now, so it reduces to a question of whether one prefers the word 
“relatively” or “reasonably.” Frankly, I am not very happy about 
either of those words. I do not 

Senator Busu. Is there a third one? 

Dr. Savinter. I do not quite know what either one of them means 
in this context. Somehow or other I like “reasonably” better than 
“relatively,” but I would not want to be pressed too hard for my 
reasons. : : 

Senator CLarK. It is pretty hard to know relative to what, is it not ? 

Dr. Sauinier. That is correct. 

Senator CLark. I think you are right. I think “reasonably” is more 
effective, although it is tosome extent a weasel word. 

‘Dr. Sautnter. Yes, but at least it is relative tomy judgment, whichi 
I can understand. 

Senator CLark. And it so states, because “relatively” may not be 
relative to your judgment but something quite different ¢ 

Dr. Sautnter. Something else. 

Senator Clark, let me turn to the third substantive point which is 
involved in section 6. 

Senator CLark. We are back now on 8. 2382 ¢ 

Dr. Saunier. We are, sir. 

That is the paragraph which would have the effect of requiring that 
the President express 

Senator CLark. Excuse me if I interrupt you, because I do want 
to button up your views on the parentheses, “including the concept of 
reasonable price stability.” If we were to ignore your basic recom- 
mendation and continue with the concept of ‘'S. 2 2382, how would you 
like the language within the parentheses to be changed ? 

Dr. Sautnter. If you were going to do that, then I would earnestly 
suggest that you make your change, if you are to make a change in the 
Employment Act through S. 64 and not through S. 2382. 

If you were to make it through this paragraph of S. 2382, I would 
suggest a smal] change, “including the concept of reasonable price 
level stability.” 


You know, Senator, we can live with all kinds of language. 
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Senator Ciark. You succeeded in living with the Employment Act 
of 1946 in a way which I think few would have anticipated. 

Dr. Sautnter. I like to feel that that is flattery. 

Senator CLark. It is intended as such. 

Dr. Saunier. The paragraph, Senator Clark, to which I want now 
to direct attention is that one which would in effect call upon the Presi- 
dent to state levels of employment, production, and purchasing power 
which he deems maximum in quantitative terms. 

We believe it would be a grave mistake to write this into the Em- 
ployment Act. 

Senator CLark. Just for the record, you are talking about subsec- 
tion (b) of section 6? 

Dr. Sautnier. That is correct. We believe it would be a grave 
mistake to write this directive, as it were, into the Employment Act. 

In considering this, I would remind the committee that I have testi- 
fied at some length on this point before, and my predecessor, Dr. 
Burns, has done likewise. I seem to recall one or two letters at least 
stating our views on this. 

I could summarize them simply by saying that what language of 
this kind does is to ask the President to engage in economic projection. 

Senator CLark. That is right. 

Dr. Sautnier. And in economic projection, which can never be done 
on anything but the basis of assumptions on which the best informed 
experts will have widely varying opinions. 

Senator CLark. That, of course, is true, but this is implicit in the 
whole budgetmaking procedure, is it not ? 

Dr. Saunier. There is a sense in which it is implicit in the budget- 
making procedure, but, of course, sir, the budget, the expenditure side 
of the budget, is a projection based on pretty certain assumptions. 

Senator Ciark. No, no, I am talking about the revenue side of the 
budget. 

Dr. Sautnirr. And the revenue side of the budget is not, of course, 
a projection of maximum levels. 

It is, in a sense, based on a forecast. 

Senator Ciark. Anticipated levels. Right? It must be. 

Dr. Sautnrer. A forecast of levels. That is right. Of anticipated 
levels. 

Senator CLark. Which you must do in terms at least as gross and 
overall as an anticipated gross national product. Probably more 
refined than that, because you do have to estimate—I do not mean 
you, but the Budget has to estimate, does it not ?—the revenue it will 
receive from the corporate and individual income tax, and this is a 
very indefinite art. It is certainly not a science at all. But you have 
to do it every year, do you not ? 

Dr. Sautnrer. Well, it certainly is far from a science. 

I would call your attention, Senator, to the fact that this subsection 
(b) is directed to two different kinds of exercises. First, it refers 
to maximum levels. Now, these are not forecasts. These could be 
better described as targets. 

Senator CLark. As what? 

Dr. Sautnter. As targets. 

Senator Ciark. Let me ask you this: It may bring our minds closer 
together. Would some of your opposition—I know not all of it, 
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but would some of your opposition—be withdrawn if we changed 
the word “maximum” to “sustainable” ? 

Dr. Sautnier. No, I do not think so. I do not think so, Senator, 
and I think you would find, if you were to pursue that alternativ e, 
that apart from substantive questions, just from the point of view of 
legislative draftsmanship, it would get you into lots of trouble. 

‘Senator CLARK. Maybe it would. “If you have any specific reasons 
as to why you think it would get us into trouble I would appreciate 
your stating them. 

Dr. Savunter. Well, let me complete an earlier sentence. I said 
that there were two separate exercises that are proposed here. One 
is that the President state some maximum levels in quantitative terms 
and the other is that he quantify current and foreseeable trends. 

It is important that we distinguish between these two, as I say, 
exercises. One calls for a statement of quantitative targets; the other 
calls for forecasts in precise numerical or quantitative terms. 

Senator Cuiark. That is right. 

Dr. Sautnier. As I have indicated, I do not believe that Federal 
economic policy would be improved by stating these targets in quan- 
titative terms. 

Senator Ciark. I think that states the issue very clearly. Some 
of us do. 

Dr. Sautnrer. And my reason for believing that Federal economic 
policy would not be improved by this exercise is that we can formu- 
late policy to promote the growth of the economy perfectly well with- 
out stating these targets. 

Second, the targets are necessarily based on a whole bevy of assump- 
tions on which you could have very wide expert differences of opinion. 

Senator CLark. And unquestionably would have. 

Dr. Sacinter. And unquestionably would have. They are, in fact, 
not quantitative but pseudoquantitative. 

Senator CiarKk. Well, now, that is kind of a hard little word. 

Dr. Saunier. It is a descriptive term. I say this is pseudoquan- 
titative for this reason, Senator Clark. They give an appearance of 
precision, and yet their quantitative foundations are as shaky as can be. 

Sentor CLarK. But, of course, you would qualify that by stating 
that these were assumptions; that these were not articles of faith, but 
these were your best judgment. Our point is the Congress is entitled 
to your best judgment and does not get it now. 

Dr. Sacinter. Well, now, my attitude and my approach to these 
questions, Senator Clark, is an entirely pragmatic one. 

Senator CLarK. That is one of the things I object to about it. 

Dr. Savutnrer. It is an entirely pragmatic one. I ask myself: 
Would Federal economic policy be better if we didthis? If I thought 
it would be better, I would be here giving a speech in favor of it. 

Senator CLarK. Of course you would, and if I thought it would not 
I would not have introduced the bill. 

Dr. Sautnter. I am sure that must beso. I think, sir, that it would 
not be better, and it might be less effective than it would otherwise be. 
- That isthe difficulty. 

Senator CrarK. You tell us why. 

Dr. Savutnier. It might be less effective than it might otherwise be, 
because with these targets in front of you, pseudoquantitative as I 








UNEMPLOYMENT ACT AMENDMENTS 135 


called them, you might find yourself in the position, as my predecessor 
put it, of formulating Federal policy in order to make a-set of 
numbers come true. 

Senator Cxiark. This, of course, is a danger. I do not consider 
it a very important one. 

Dr. Sauunrer. | think it might be. I think it might be. You see, 
your target would be interpreted, or could be interpreted, as repre- 
senting entirely feasible goals. Now, they might not be. They might 
not be anywhere near what is feasible as a goal, but there they are, 
and you are in the position of formulating economic policy to make 
them come true. You might find yourself engaged in stimulating your 
economy far beyond what was proper in the light of your needs for 

a sustainable kind of growth. 

Senator CrarK. You might, indeed, and that would be a caution 
which a wise man would take into consideration before he formulated 
his projections in quantitative terms. 

Dr, Saunier. So these are the dangers, and they are very real 
dangers. And I say, “Why run them?” There is no plus in them. 

I have one further point that I would like to make and, Senator 
Clark, I want to make this as a purely personal obser vation. Where 
does this sort of thing lead you?’ What are we going todo? Are we 
going merely to project g gToss national product as a target, or are we 
going to pr oject also the various components of gross national product ? 
There is a possibility that one might find oneself moving in that 
direction and, indeed, if you took the advice of some people you would 
move in that direction. ‘Suppose we go that far. We have now pro- 
jected personal consumption expenditures, and we have pro- 
jected business fixed investment, and we have projected maybe our ex- 
port surplus, and soon. It might be said, “Why stop there? Why not 
say, within the component of personal consumption expenditures, how 
much should be spent on durable goods? What should be our target: 
for nondurable goods? And within durable goods, what should be our 
target for automobiles, for washing machines? And within non- 
durables, how much should we spend on clothes, let us say, and on 
food ?” 

Where does this lead you ? 

Pennie Crark. I was going to say straight to communism. 

Dr. Sautnter. It leads you into a kind of centrally planned and 
directed state which is thoroughly inconsistent with the America that 
we know, and personally, sir—and I speak here entirely personally—I 
want no part of it. 

Senator Crarx. And I speak entirely personally in replying that I 
think it leads you away from chaos and into order. I think it is a 
creative instead of a negative approach. Let us agree to disagree. 

Dr. Sautntier. Well, sir, you know “order” is maybe a wonderful 
thing, but there are varieties of order. There are varieties of order 
that you would find pretty difficult to reconcile with freedom. 

Senator Crarx. It is certainly the foundation of a plutocracy; is it 
not ? 

Dr. Sautnrer. It is the foundation of a lot of things in the world, 
sir, that we abhor. 

So, I would earnestly urge this committee that it cease and desist 
from its effort to change the Employment Act in this manner. 
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Senator Ciark. Before you proceed to another point, let me just 
briefly develop this. Your views are in rather strong disagreement 
with those of the Council of Economic Advisers under the Truman 
administration on this point, are they not ? 

Dr. Savuunter. I believe they are. This is one of the points on 
which we are in rather substantial disagreement. 

Senator Ciark. In other words, when Dr. Nourse, who will appear 
as a witness before this committee tomorrow, was with the Council 
of Economic Advisers, and certainly when Mr. Keyserling was there, 
there was an effort made to state these objectives in quantitative terms, 
an effort which was abandoned when President Eisenhower took office 
and a new group came into the Council of Economic Advisers. Is 
that not substantially correct ? 

Dr. Sautnier. I think that is substantially correct, sir. Of course, 
the members of the Council under President Truman can speak for 
themselves onthis. ~ 

Senator Ciark. And will. 

Dr. Sauunrer. And will. I might comment just for a moment on 
this second exercise that I identified, namely, the quantification of 
current and foreseeable trends. Now, my commenton that is simply 
this. The Economic Report does quantify current trends. No ques- 
tion about that. It is full of charts and tables. As a matter of fact, 
the number of these tables is getting so great that our books are get- 
ting just a bit large. 

Senator Crark. Except, would you not agree, in essence what you 
do is to recite economic history rather than to project current trends? 

Dr. Sacinter. I am talking about current trends, that is, things that 
are going on, things that we can measure because they have happened. 

Senator Ciark. But is there not a lag? Is not all you do is to 
report the economic history since your last report was furnished ? 

* Dr. Sautnter. Well, after all, it is only history on which we have 
any fact. 

Senator Crark. So again maybe we are disagreeing on a matter 
of semantics instead of a matter of substance. 

Dr. Sautnter. I want to say just this: that while we have expressed 
current trends in quantitative terms, we have not expressed future 
trends in quantitative terms; that is, we have not made numerical 
forecasts. 

Senator Ciark. What do you mean by the word trend? I would 
say that a trend indicated something now going on which was going 
to goahead. Maybe you disagree. 

Dr. Sautnrer. What the Economic Report does is to give quan- 
titative measures of economic developments up to the time of the 
submission of the report. 

Senator CLark. Down to the time it goes to print. 

Dr. Savinter. And on economic developments to come, it has not 
made quantitative forecasts. I firmly believe, sir, that it would not 
be useful for the report to do so. 

My reasons here are partly the same as my reasons for not wanting 
‘to quantify maximum levels. They are, first, the pragmatic point 
that Federal economic policy would not be any better if you did this. 
Second, there is a point which I think the committee ought to con- 
sider very carefully. What you are asking for here is an official 
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forecast, a forecast by the President. Of course, there is no scarcity 
of forecasts. At the end of the year there are hundreds of forecasts 
made, and let me say that the casualty rate among them is very high. 
[t is as high, if not a bit higher, though I perhaps should not choose 
between them, as the casualty rate for the maximum levels of which 
we have been speaking. And I am not altogether sure that the stabil- 
ity of our economy would necessarily be enhanced over a period of 
time by the making of such forecasts. 

Remember, these are things that have to be changed, sometimes 
quite frequently. 

Senator CLark. This is why we want periodic reports. 

Dr. Saunier. You have to be flexible about these things. And I 
would observe, sir, that between January of 1959 and today quite a 
number of economic forecasts have been adjusted. 

Senator CiarK. And this is exactly why we wanted a report from 
you in July. 

Dr. Savtnier. It so happens that in July 1958 I would not have 
adjusted my economic forecast, as I have said earlier. 

This is something on which I think it is in the interest of good 
public policy to keep your statements in a more general vein, to leave 
yourself room for the flexibility that economic changes require. 

There is a further point that I want to make. Economic forecasts 
in a certain sense have an independent effect upon the economy. I 
am sure the committee understands what I mean by that. 

Senator CLtarK. Yes. I do, anyway. 

Dr. Savctnrer. And I would point out further that that effect is 
not always a beneficial one. 

Senator Ciark. Are you not in effect arguing against all economic 
planning ? 

Dr. Saunier. I would be glad to argue against all central economic 
planning, yes. I did not happen to have that specifically in mind at 
the moment. I was thinking economic forecasts. 

Senator Ciark. This is really the substance of the dispute between 
us, is it not? I certainly would not want to go to a 5-year plan or 7- 
year plan or any one of those Communist things, but I do think we 
ought to make a little bit of an effort in our substantially free economy 
to do a little bit of looking ahead, and I take it that you do not think so. 

Dr. Saunier. Oh, no, not at all. Not at all, Senator. I have not 
made myself clear. I think we ought to do a lot of looking ahead, 
and we do a lot of looking ahead. But it is one thing to do that for 
your own instruction, and it is another thing to take some one num- 
ber out of the range that you are looking at and put that forward and 
say, “This is it.” 

Senator CuarK. Well, of course, nobody wants to do that, as I have 
indicated before. You certainly have plenty of qualifications. I think 
perhaps another way of putting it is that those of us who sponsored 
this legislation think you ought to let the Congress in on a few more 
of the secrets than you do today. 

Dr. Savtnter. It is not so much a question, Senator, of letting the 
Congress in on secrets as it is that these are things that one can work 
with in one’s own way, makine all of the qualifications and reserva- 
tions that need to be made and knowing what they are; whereas when 
you put these things forward before the public, you cannot make all of 
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the necessary qualifications and reservations. And you cannot control 
what somebody else is going to think of them. You can control pretty 
well how you interpret them, but you cannot control how others will 
interpret them. They may misread them. They may misinterpret 
them. The gist of the whole thing, Senator, is my pragmatic point 
that, in the end, Federal economic policy would not be better, and it 
might be impaired. 

Senator Crark. I think you have put your finger on a very deep 
philosophical difference between us. It applies not only in economic 
forecasting. It applies in defense. It applies across the board in 
relationships between the executive arm of the Government and the 
legislative. Without intending to be in any way provocative, and 
rez ally making this comment more or less i in a lighter vein, I think the 
background of itis “D: addy knows best.” 

Senator Busu. Mr, Chairman, may I inquire of Dr. Saulnier about 
this point? It seems to me the Congress already has a great deal 
of access to information concerning “the administration’s | thoughts 
about the economic position that we are in and the economic future 
that lies ahead. Not only can this committee and others—and they 
have done so—call down here repeatedly representatives of the Coun- 
cil of Economic Advisers. In the year 1958 when we had a recession 
this was done repeatedly. We have the Joint Economic Committee 
of the Congress, which also calls the Council of Economic Advisers, 
the Federal Reserve Board, Treasury, and almost anybody that would 
have an expression of. opinion about our economic status. The Con- 
gress is just loaded with information all the time about the outlook 
and what the administration and its various departments, as well as 
the independent agencies, think about the matter. 

My objection to ) this bill, one of them at least, is that on top of all 
that it requires the President to make periodic reports whether they 
are necessary or not. It just seems to me to be an unnecessary step 
and is not going to get any more information than we have access to 
at the present time. 

I ask you whether you agree with that statement, Dr. Saulnier. 

Dr. Savunter. I do indeed. 

Senator Busy. Go ahead. 

Dr. Savtnter. I hope, sir, that I have made myself clear on these 
points. 

Senator Crark. I think you have been a very candid and clear 
witness. 

Dr. Sactnrer. I would just like to say again that my reasons for 
opposing this type of legislation are just that I do not think that 
our policy would be better, and what I am interested in is the best 
policy possible. 

Senator CiarKk. I think we all are. 

Dr. Sautnter. The best policy possible. 

Senator Crark. We just disagree. 

Dr. Sacunier. The best policy possible, and the most favorable 
framework for the formulation of that policy. 

Well, now, Senator, the final substantive point in the proposed new 
section 6 to w hich I should like to refer is that one which again would 
do much more than merely call the President’s attention to some 
language which is already in the Employment Act, but would add 
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something new and very different and I think potentially ver 
harmful to the act. That is subsection (d) of section 6 of S. 2382, 
which deals with monetary and credit policies. 

There are parts of this paragraph that in my judgment are unneces- 
sary, because they ask the President to do things which he already 
does. And in fact one might say that the whole paragraph is un- 
necessary because there is really nothing in the Employment Act 
that would prevent him from doing anything that this provision 
ralls for if he deemed it desirable, and it is only because he deems it 
undesirable that he does not do it. 

Senator Ciark. But he does not do it, does he? 

Dr. Saunrer. What he does is to give a factual review of monetary 
and credit policy developments. He refrains from making recom- 
mendations as to what the monetary policy should be, believing, or, 
desiring rather, to leave this as the Congress has determined, in the 
hands of the independent Federal Reserve System. 

Senator Ciark. And in this regard he is in disagreement with his 
predecessor, is he not? Under President Truman the Council of 
Economic Advisers, even after the accord of 1951 did prepare and 
the President did submit, did he not, appropriate comment and rec- 
ommendations in this field, at least what they thought was appro- 
priate / 

Dr. Sautnter. I would rather have the members of the council 
under President Truman comment on that. My recollection and 
knowledge is that they did that, and I always regarded it as a mistake. 
I regard also as a mistake some other actions that were taken, which 
seemed to me moved in the direction of an impairment of the inde- 
pendence of the Federal Reserve System. 

Congress established this independence, of course, very deliberately 
and after much consideration, and the purpose of all of this 

Senator CLark. Excuse me, sir. Congress did what? 

Dr. Sautnier. Established an independent Federal Reserve System. 

Senator CLark. You certainly are aware of the history of the long 
period during which the Federal Reserve was perhaps independent in 
name only, which came to an end in 1951, which lack of independence 
was acquiesced in by the Congress, if not promoted, it having been the 
result of a joint accord between the Treasury and the Federal Reserve. 
So it does not seem to me there is much merit in your implication that 
the intention of Congress was so very clear indeed. I think this is 
one of the problems which still gives us great concern as to what the 
intention of Congress was and what it should be. 

Dr. Sautnier. It isa problem that has been of concern to the Con- 
gress since the beginning of the Federal Reserve System. 

Senator Ciark. Way back in 1913. 

Dr. Sauunier. That is correct, sir; and there have been people in 
the Congress probably at all times in that period who would like to 
have imposed some kind of political leadership on the Federal Re- 
serve System. But I would submit, sir, that it has been the general 
sense of the Congress that the Federal Reserve System should occupy 
a position of independence within the executive branch. 

Senator Crark. Well, now, let me test that a little bit. 

Dr. Sautnter. Yes. 
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Senator Ciark. I read from the letter submitted to the chairman 
of this committee by the Secretary of Labor with respect to this legis- 
lation : 

The Chairman of the Federal Reserve Board, the Secretary of the 
Treasury, and the Chairman of the Council of Economic Advisers 
meet from time to time with the President to discuss fiscal and mone- 
tary matters. It appear, therefore, that there is presently sufficient 
opportunity and authority for the President and Council of Eco- 
nomic Advisers to study and comment on monetary and credit policies. 

In other words, your disagreements are discussed, but you want to 
do it in secret. Isthat about right ? 

Dr. Sautnrer. No, I do not think that is right at all, sir. 

Senator CrarK. Tell me why. 

Dr. Savtnter. I do not think that is right at all. There are oc- 
casional meetings, as circumstances require. 

Senator CLark. But’ are they not recurring and constant? We have 
been given to understand they are quite frequent. 

Dr. Savuunrer. They are recurring. I do not know what “constant” 
means in this context. 

Senator CLark. Suppose you tell us how many you have had since 
the first of this year. 

Dr. Sautnter. Since the first of this year, one, I believe. I am quite 
sure not more than one. 

Senator Crark. Is that the only time you personally have talked 
with Mr. Martin about monetary and fiscal policies? 

Dr. Sautnrer.:By no means. When I became Chairman of the 
Council of Economic Advisers one of the first things I did was to 
talk with the Chairman of the Federal Reserve Board about the need, 
as I saw it, for a pretty regular contact between the Council and the 
Board, and we have done that by informal meetings and discussions. 

Senator Cuarxk. I do not want to press you any further than you 
care to go, but would you be willing to tell us how many times you 
have met with Mr. Martin to discuss fiscal and monetary policies since 
the first of this year? 

Dr. Sautnter. I have discussed these matters with him, not in set 
meetings but informally, I would say, half a dozen times. 

Senator Ciark. In the first 6 weeks? 

Dr. Sautnter. Seven weeks. 

Senator Crark. The last 7 weeks from January 1 to February 24? 

Dr. Savcinter. I would say half a dozen times. 

Senator CirarKk. Thank you. 

Dr. Sacinter. It may be less than that. Certainly two, three, four 
times. 

Senator CLark. And at those informal conferences 

Dr. Sautntrer. Mind you, this is something that one does when 
the occasion calls for it. 

Senator CiarK. Of course. I understand that. 

Dr. Sautnrer. You do not go around the city and call on people 
just for the sake of making calls. 

When the chips are down and when you have a difficult problem of 


policy on your hands, and it involves monetary policy, one would be 
there. 
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Senator CLark. Of course you would. Dr. Saulnier, would you be 
willing to tell us whether during any of those half dozen occasions 
when you conferred informally with Mr. Martin the Secretary of the 
Treasury was present ? 

Dr. Sautnier. I think not. I think not, sir. 

Senator CLark. This was just a conversation between you and Mr. 
Martin with nobody else there? And again let me say I am not 
pressing you for something you do not want to tell us. 

Dr. Sauunrer. It is only my recollections that are bothering me 
here. 


Senator Ciark. I have a bad memory, too, but 7 weeks is not very 
long. 

Dr. Saunier. No. To the best of my knowledge, the last time I sat 
down for a discussion with the Chairman of the Federal Reserve 
Board when the Secretary of the Treasury was present would have 
been before January 1. 

Senator CLarK. Thank you, sir. 

Dr. Saunier. Not long before, however. 

We are not talking here, however, in this proposed legislation of 
these informal discussions. What we are talking about here is a re- 
quirement that would devolve on the President independently to make 
policy recommendations with respect to monetary and credit matters. 

Senator CLarK. That is right. 

Dr. SauLnier. We feel that it is proper, and indeed necessary, to 
discuss these matters within the executive branch, and we feel it is 
desirable that the monetary authorities should be knowledgeable of the 
views of other executive agencies. 

Senator Crark. Do your views include recommendations in these 
informal discussions ¢ 

Dr. Sautnter. Rarely so. I think I ought to revise that. I would 
like to withdraw that and answer no, clearly no. I would say that 
in these discussions—and I have been in them, Senator Clark, since 
they were initiated in the summer of 1957—there has been the greatest, 
indeed a fastidious, regard for the independence of the Federal Reserve 
System, and of its right and its responsibility to make up its own mind 
as to what Federal monetary and credit policy ought to be. 

We have—if I may use just one more expression, sir—leaned over 
backward in order to avoid anything that might be regarded by the 
chairman as an impairment of his independence. And here I speak 
entirely personally and only out of my knowledge of the chairman, 
but my guess is that if we transgressed that self-imposed rule he 
would absent himself. 

Senator Ciark. I know the chairman pretty well, too—not as well 
as you do—and I hazard the suggestion that you are wrong. I think 
Mr. Martin is a man of great intelligence with a very wide and open 
mind. I think he would be delighted to have your suggestions and 
recommendations. I am sorry you do not make them. The provision 
in this act which would require you to make them publicly is in the 
judgment of the sponsors of this legislation sound. Again we have 
a basic difference of opinion. 

Dr. Saunier. I should allow Chairman Martin to speak for him- 
self, and, of course, wish to do so. I am speaking only for myself, 
but I think that the institution of an independent central bank, free 
52356—60 10 
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of the pressures that are bound to come from external political 
agencies, 1s a tremendously important part of our kind of an eco- 
nomic system, and I would want to have nothing whatever to do with 
any change in that arrangement. 

Senator CLarK. I do not think it is likely that you will. 

Dr. SauLnier. Well, you reassure me. — j 

Senator Ciark. I tend to disagree with you on your major premise, 
but I point out to you that there is no connection whatever between 
your major premise and the independence of the Federal Reserve 
Board and the provisions of this bill, which merely calls for the 
publication of views and a public discussion of matters where there 
might be dispute. 

Senator Busn. Mr. Chairman ? 

Senator CLarK. Senator Bush. 

Senator Busn. I think it would be helpful here, as long as this 
question has been preSsed by the chairman, that we have in the rec- 
ord some information as to what happened in the late 1940’s and 
early 1950’s, when the Federal Reserve was under compulsion by the 
then administration pegging the bond market and absorbing tre- 
mendous amounts of long-term securities as a result, and creating 
inflationary pressures which aroused the concern, not to say ire, of 
many of our colleagues, although the Senator and I were not here 
then. I recall particularly the speech, of which I have a copy in my 
desk, that was made by a member of this committee, Senator Douglas, 
in which he pointed out the very grave dangers of that policy. I 
believe that he was credited at that time with having a good deal 
to do with stopping it and bringing about the so-called Treasury- 
Federal Reserve'accord. 

Therefore, I would like to ask now unanimous consent, and that 
would include Senator Douglas very definitely, to have the speech 
that I referred to which he made on the Senate floor placed in the 
record of these hearings, so that when Senators are considering this 
bill we can have that to refer to. 

Senator Crark. If the Senator thinks that would be helpful, I 
will of course not object to its being placed in the record, and I 
suggest that the clerk of the committee take an informal poll. I am 
confident there will be no objection. 

Senator Busn. I want to be very sure there is no objection from 
Senator Douglas. 

Senator Crark. I think we should do that. Of course, I cannot 
speak for Senator Douglas, but I am confident that there will be no 
objection. 

(The speech referred to follows :) 

Mr. Dovetas. Mr. President, in view of the fact that the Senator from Wyo- 
ming has raised the issue, and in view of the great importance of the subject, I 
am constrained to do what perhaps I should not do: namely, discuss the alleged 
points of difference between the Federal Reserve Board, on the one hand, 
and the U.S. Treasury, upon the other. 


REAL ISSUE IS MONEY SUPPLY, NOT INTEREST RATES 


It is sometimes represented to the public that this difference is only over inter- 
est rates. It is sometimes said that it is the purpose of the Treasury to maintain 
the price of Government bonds above par and to keep the interest rate low, in 
order to keep at a minimum the debt charges upon the Government and also 
upon private borrowers. 
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It is also being said that the Federal Reserve System, on the other hand, is 
trying to increase the interest rate. If that were the issue, there is no doubt as 
to where public sympathy would lie, and probably justly lie. 

No one desires a high interest rate in and of itself. A high interest rate would 
increase the total volume of payments which the Government would have to 
make on the outstanding public debt; a low interest rate is not only favorable 
so far as interest payments are concerned for the Federal Government, but it 
encourages private borrowers to demand large quantities of capital, and, hence, 
stimulates capital investment. 

However I do not think this states accurately the real issue before us. The 
real issue is inflation. The real issue is the degree to which we will permit 
prices to rise, and the degree to which the Federal Reserve System will hold or 
arrest this upward movement. Next to the questions of foreign policy and de- 
fense, the threat of inflation is perhaps the most serious problem which we face. 

Mr. O’MAHONEY. Mr. President, will the Senator yield? 

Mr. Douctas. I yield. 

Mr. O’MAHONEY. When the Senator said that there is no issue, per se, about 
the interest rate, I asked one of the pages to bring me a copy of this morning’s 
Washington Post. In it I read the following statement in the column written 
by Marquis Childs: 

“If the inflationary drift is to be checked, certain steps must be taken just 
as quickly as possible. Neither Congress nor the Truman administration can 
escape the responsibility.” 

With that statement I am in complete agreement. Steps should be taken to 
control inflation, but the question is whether I was correct in saying that certain 
columnists and others have assumed that a change in the interest rate would 
have certain beneficial effects. 

Mr. Childs goes on to say: 

“No. 1 on fiscal policy, the administration must find some way to switch from 
the stubborn determination to keep interest rates at the present low levels.” 

That statement in itself, I think is an assumption. 

“Virtually all economists on the outside, including observers from abroad 
who follow economic trends here, are agreed on the need for a rise in the 
Government interest rate in order to check the flow of credit into the banks.” 

I think that explains the reason why I made the statement which I did—that 
there is an assumption that a change in the interest rates will have some 
immediate effect. 

Mr. DovuGtas. I think the Senator from Wyoming is correct, as he almost 
invariably is. There are some who believe that a change in the interest rate 
will have these effects. But I think this misstates the real issue, which is 
whether we shall have any control over the total volume of credit. The interest 
rate is merely a consequence of the relative supply of credit in relation to 
demand. 

THE MEANING OF INFLATION 


What do we mean by inflation? To every housewife who goes to market it is 
painfully apparent in the rising cost of living. To every schoolteacher, to every 
Government worker, to millions living on retirement funds and countless millions 
more who are counting on their savings, to every individual who depends for 
existence on a fixed income, it brings up a nightmare of fear that the dwindling 
purchasing power of the dollar will put them on a starvation level. To the 
churches, the universities, to the millions investing in insurance, it is a living 
threat to their security. And what about the pensions which Congress has voted 
for those of our Armed Forces, who have been wounded on the fighting fronts? 
What about payments of the pensions for which labor has fought so hard and the 
social security payments? These pension payments are in terms of fixed money 
amounts and, if prices go up and the value of the dollar goes down, the security 
which it was intended they would give becomes a mirage. 

Mr. Kitcore. Mr. President, will the Senator yield? 

Mr. Dovetas. I yield. 

Mr. Kincore. Does not the Senator find that one of the most serious com- 
plaints received is that having to do with the constantly rising cost of foodstuffs? 

Mr. Dovetas. Yes. That is a very important element. 

Mr. Krrcore. Could the Senator explain to me how, if in any way, the curtail- 
ment of credit would affect the price of foodstuffs? I can understand that people 
going in debt to buy automobiles, refrigerators, and things of that kind are de- 
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pendent on the ability of the banks to lend money. I was wondering if the 
Senator could explain that feature. 

Mr. Doue.as. If the banks lend large quantities of money for wage payments, 
salary payments, and various outlays of that kind, the result is to give the 
people more money with which to buy food. So the increase in the general sup- 
ply of money spreads through the entire economy. Increases in the prices of 
individual commodities may start with specific causes, but they can be made pos- 
sible only if there is a large volume of credit to float the increase. 

It may be said also that a recent Federal Reserve survey of bank loans shows 
that three-fifths of the expansion of business loans went to commodity dealers 
and to processors, with loans to cotton dealers predominating. So the specula- 
tors and dealers have been furnished with abundant supplies of credit, which, in 
turn, has permitted them to bid up prices in the face of a more or less constant 
supply of these commodities. 

Mr. KiLcore. The Senator has no doubt read, in the same column to which the 
Senator from Wyoming has referred, of the housewife in Washington who strenu- 
ously objected because the price of eggs had increased 3 cents a dozen between 
the time she picked up the eggs on the counter and the time when she reached 
the checking counter to pay for them. 

Mr. Dovueias. Thank God, we are not in the condition which existed in Ger- 
many, when men would carry their pay to the store on bicycles, rather than 
walk with it, because they knew that the money would be worth much less by 
the time they got to the grocery store. That was hyperinflation. 


INFLATION DESTROYS DEMOCRACY 


Every historian knows that inflation has been a great destroyer of the vast 
middle classes and of governments. It has paved the way for dictatorships and 
overthrow of democratic institutions. By wiping out the middle classes and 
separating society into the two classes of the propertyless on the one hand and 
the rich speculators on the other, it paved the way for fascism and communism 
on the continent of Europe. .It is a destroyer almost as evil as war itself. In 
the eyes of those who want to destroy democracy and capitalistic institutions, it 
is a cheap way of achieving their collapse. It costs the enemy nothing in lives 
or treasure. It is really a supreme folly for a nation which is arming against 
the threat of invasion from without to let this invader, inflation, bring ruin 
from within. 

Mr. O’MAHONEY. Mr. President, I dislike to interrupt the Senator from Illinois, 
but will he yield? 

Mr. Dovetas. I am delighted to have the Senator interrupt. 

Mr. O’MAHONEY. The Senator is always very kind. I wish to explain to him 
that the Committee on Interior and Insular Affairs, of which I am chairman, is 
holding a hearing this afternoon. I called witnesses to appear at 2:30, so it will 
be impossible for me to remain in the Chamber during the Senator’s discussion. 
I shall be deprived of some very valuable information, I know, when I leave; but 
I want the Senator to realize why I am compelled to absent myself from the 
Chamber at this time. 

Mr. Dovetas. The Senator from Illinois well knows that the Senator from 
Wyoming never runs away from a fight. I hope the Senator will forgive me. 
therefore, if I take a rather strong position, which, I understand, differs from 
his on certain points—with, of course, no reflection upon the Senator from Wvyo- 
ming in his absence. 

Mr. O’Manoney. I understand the view of the Senator from Illinois, and I quite 
agree with what he is now saying about the importance of controlling inflation. 
No one could hold more firmly to the belief than I do that Congress should take 
immediate steps, and strong steps, to control inflation; but I am strongly of the 
opinion that those steps cover a wide front. They involve many courses of policy. 
and particularly they involve the need for early and high taxation 

Mr. Dovetas. On that point the Senator from Illinois is in complete agreement 
with the Senator from Wyoming: but I think we may disagree as to whether the 
Federal Reserve System should be.constantly pumping fresh purchasing power 
into our banking system, and thus inflating the currency in that respect. On 
that point we may differ. 

Mr. O’Manoney. May I take advantage of the good humor of the Senator. 
and his indulgence? 

Mr. Dovetas. I try always to be in good humor. 
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Mr. O’MAHoNEY. Before I leave for my committee meeting, let me say that 
it is my conviction that the records show that the policy which is advocated 
by the Federal Reserve Board does not have the effect of reducing prices in any 
material degree. The facts, it seems to me, are these: Beginning with Korea 
prices immediately began to rise, and the increase in the price of all commodities 
and of the cost of living was the result not of any change in the money supply, 
but a result of hoarding upon the one hand, of profiteering, of attempts by pur- 
chasing consumers and industries of all kinds to get in a position vis-a-vis the 
probable imposition of price ceilings, and the probable adoption of a rationing 
program. The great inflation which we suffered was due to causes altogether 
separate and apart from the basic point in this controversy. 

Mr. Dovetas. I am sorry that the Senator from Wyoming is not able to 
remain, because if he were to remain, with his customary open mind, I am sure 
that he would be convinced to the contrary—that the primary reason for the 
large increase in prices since June has been the expansionist credit policies 
which have been carried through by the Federal Reserve System under the 
stimulus of the Treasury. 

Mr. O’MAHONEY. In that connection, let me say that, to my mind, the records 
of the past show conclusively that a runaway inflation is not stopped by the 
cost of credit. During 1929, when we were suffering from a runaway inflation, 
call money upon the stock market reached an interest rate as high as 17 or 20 
percent. Yields on Government bonds were as much as 5 or 5% percent. To 
my mind, if the Senator will indulge me, the conclusive factor in this controversy 
is that there are $155 billion worth of Government bonds, marketable Govern- 
ment bonds, in the economy. 

Mr. DouGLas. In private hands. 

Mr. O’MAHONEY. In private hands; and that there are some $58 billion of 
Government savings bonds, which are, in effect, demand notes, in the hands of 
small savers. I am convinced that if any policy were adopted which would 
cause the price of Government bonds to decline—and that policy was advocated 
before our committee by Mr. Marriner Eccles, a member of the Federal Reserve 
Board—no man is wise enough to foresee what the effect of such a deliberate 
policy of reducing the open market price of Federal bonds would have upon the 
credit of the United States at the very moment when it is moving over the most 
delicate fiscal crisis in its history. 

I thank the Senator from Illinois very much for having indulged me. 

Mr. Dovuetas. I am very appreciative of the contribution of the Senator from 
Wyoming, but I think he misunderstands the real issue, if I may say so. While 
some unwary persons have in the past contended that a rise in the interest 
rate would appreciably reduce the volume of borrowing, that is not the con- 
tention of the Senator from Illinois. The cost of interest is such a small frac- 
tion of the borrower's total cost of doing business that a rise in the rate does not 
have much effect upon the demand for loans. What I am going to advocate 
and what I think the Federal Reserve Board should do is to restrict the supply 
of credit at its source, and I hope to demonstrate that this cannot be done 
so long as the Reserve Board is compelled by the Treasury to purchase every 
Government bond or any Government security that comes its way. That is the 
real issue. 

Mr. CASE. Mr. President, will the Senator yield? 

The PRESIDING OrFIceR (Mr. Frear in the chair). Does the Senator from 
Illinois yield to the Senator from South Dakota? 

Mr. Dove.as. I yield. 

Mr. Case. Would not the Senator from Illinois add to that the effect when 
the Secretary of the Treasury is required to buy the debentures or evidences of 
obligations issued by such agencies as Federal Housing, Reconstruction Finance 
Corporation, or the Commodity Credit Corporation? 

Mr. Doveias. Those have not been very large in amount. I do not believe 
they have amounted to more than a couple of hundred millions. The big in- 
crease has come in the expansion of private credit. As a matter of fact, as 
I hope to demonstrate, the inflation has not been caused by an excess of Gov- 
ernment expenditures over receipts. Receipts have been greater than expend- 
itures by nearly $2 billion. 

No: the inflation has come through an expansion in private credit furnished 
by the banks, in turn made possible by the Federal Reserve, at the dictates of 
the Treasury. 
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Mr. Case. When the Housing Authority, or the Commodity Credit Corpora- 
tion, or the Reconstruction Finance Corporation obtain money from the Treasury 
by that method of operation, and then it goes into construction or into the 
purchase of commodities, does not that in turn increase the flow of money? 

Mr. Douctas. It does, but it is all a matter of proportion. The amount of 
the issues for quasi-public authorities has been very small since last May. 
They are a drop in the bucket compared to the total volume of private loans 
which have been granted by banks, and I suggest therefore that the Senator 
from South Dakota seek elsewhere in trying to find the cause for inflation. 

Mr. Case. The Senator from South Dakota is not trying to cover the whole 
subject, but the Senator from Illinois did make the suggestion that the infla- 
tion was due to certain things, and I merely wished to point out that certain 
laws within the past year or two directed the Secretary of the Treasury to pur- 
chase additional obligations of the Commodity Credit Corporation up to $2 bil- 
lion and to purchase obligations of the Housing Agency up to $1 billion. It 
occurred to me that amounts of that size may contribute to the inflationary 
picture. 

Mr. Douctas. I may say to the Senator from South Dakota that I have here 
a tabulation of growth of bank credit to borrowers other than the Federal Gov- 
ernment for the last half*of 1950. The tabulation excludes U.S. Government 
securities. The increase in loans at all commercial banks amounted to §8 bil- 
lion and holdings of corporate and municipal securities at all commecial banks 
grew by $1,100 million, or a total increase in commercial bank credit, excluding 
U.S. Government securities, of $9,100 million. That was private credit, in- 
cluding a few municipal securities, but excluding Federal Government securities. 
This compares with a gain of only $1,900 million in the last half of 1949 and 
$2,600 million in the latter half of 1948. Total bank loans at the end of Janu- 
ary 1951, 3 weeks ago, stood at $52,800 million, or nearly $10 billion higher 
than a year previous. 

Mr. President, the first victims of inflation are those least able to defend 
themselves. But even the shrewd speculators, who think they know how to profit 
from its ravages, can be engulfed in the final havoc. Surely, after all these years 
of debate and of exhortation no one should be ignorant about the evils of in- 
flation. 

Yet, the causes of inflation are still only little understood. This is perhaps 
because economists talk about it in terms which are only understood by other 
economists. Or perhaps it is because the words which we use, namely, money. 
credit, bank deposits, the general price level, and so forth, seem more mystifying 
than they really are. 


MONEY SUPPLY AND PRODUCTION SHOULD BE BALANCED 


If one pictures a pair of scales on which the amount of money available to 
buy goods is placed on one side and is balanced against the amount of goods 
available for sale on the other side, it is possible to get a picture of what is 
meant when we talk about monetary stability. This picture of what we mean 
by inflation becomes more clear if we imagine too much money demand on one 
side of the scales in relation to our capacity to produce goods available for sale 
on the other side. In that case the value of the money goes down while the 
price of the goods goes up. That is inflation. 

Conversely, if the amount of money on one side of the scales is too small in 
relation to our capacity to produce the goods for sale on the other side, then the 
value of the money goes up and the price of the goods goes down. That is what 
we call deflation. 

Let us use an arithmetical example to make this same point clear. If we 

have $100 to offer for 100 units of goods, it follows that the average price of 
each unit will be $1. Then, if we increase the quantity of money offered to $200, 
but the quantity of goods remains the same as before, the average price per 
unit will now rise to $2. This is inflation. If the supply of money is reduced 
to $50 but the quantity of goods is not changed, then the average price falls to 
50 cents. That is deflation. 
_ All this is simple enough. Obviously, the purpose of Government should be 
to’ help promote as large a supply of goods as possible and to prevent an un- 
balance in money demand in either direction. What we face today, however, 
is too much money in relation to available goods. 

What do we do about it? There is quite universal agreement that we should 
reduce the amount of money demand through taxation, for one thing, and make 
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the greatest possible cuts in nondefense spending for another. That, of course, 
is vitally necessary. We should not let the budget show a deficit, because if 
we do so, the Government will probably be compelled to borrow from the banks, 
and the banks will lend by creating more checkbook money. That would in- 
crease inflation. As a matter of fact, up to date the Federal Government during 
the current fiscal year has taken in on cash operations almost $2 billion more 
than it has spent. To date our Government finances, therefore, have not fed 
the inflation. 


SOURCES OF THE MONEY SUPPLY 


What is not so well understood is that money demand is not limited to pur- 
chasing power arising from current income. Money demand can, in fact, come 
from three other sources. First, money in hand and cash and bank deposits 
which have been earned in the past but not spent. If these are too large, they 
will become active and will upset the balance. Second, past savings invested in 
liquid assets. If these are cashed—if there is a high rate of liquidity preference, 
as Mr. Keynes used to say—and the money spent, they can inaugurate an almost 
indefinite spiral of inflation. Third, and what I shall emphasize particularly 
in the present situation, new money created through bank-credit expansion. 
When these three additional sources of money demand run wild the stability of 
our whole society is endangered. All of them interact on each other and all of 
them affect the functioning of our banking system. 


BANKING SYSTEM THE PRINCIPAL SOURCE 


Basically, the source of our money supply is the banking system. Most of us 
who have not had time to go into the subject suppose that the banker later 
lends to other people the money that we deposit in his bank. This is true of 
so-called investment banking, but it is not true of commercial banking or the 
banking system as a whole. The real fact, which is so little understood even 
among bankers, is that the banking system creates money. It does not do it by 
having printing presses in the windows of banks where we can see $1, $5, and $10 
bills turned out by the bale, but banks as a group do it just as effectively by 
making their loans to borrowers, for when they make these loans they credit the 
borrower with a deposit account against which the person or company which 
has borrowed can write checks. Indeed, nearly all the business of this Nation 
is carried on through bank checks, and the deposits in our banks constitute the 
overwhelming bulk of our money supply. 

Still greater obscurity surrounds the subject of bank reserves and the relation 
of reserves to the creation of deposit money. I shall not try to go here into the 
full details of the bank reserves. It is important, however, to know that the 
main source of the banking system’s ability to extend credit and thereby create 
money comes from these reserves. 

Banks acquire their reserves in two ways: Either by borrowing from the Fed- 
eral Reserve against commercial paper or paper collateraled by Government 
bonds or through the purchase of Government securities by the Federal Reserve 
in the open market—whether these securities are sold by banks themselves or 
by nonbank sellers. For various reasons, borrowing by member banks from 
Federal Reserve banks on commercial paper is not very important now, although 
that was thought to be the original purpose of the Federal Reserve System, and 
in recent years the rediscount of member bank paper by the Federal Reserve 
banks has never amounted to more than a few hundred million dollars at one 
time. Reserves within the Federal Reserve System today are, therefore, over- 
whelmingly created—indeed, about 99-percent created—by Federal Reserve pur- 
chases of Government securities in the open market, 

Now, we come to a vital point: Upon each dollar of the reserves of the member 
banks of the Reserve System, the banks can make approximately $6 of loans, 
and hence can create that amount of credit. 


RESERVE REQUIREMENTS NOW AT LEGAL MAXIMUMS 


Mr. President, as is well known, the legal reserves of the member banks fall 
into three classes, depending upon the city in which the bank is located: the 
central reserve cities, where the reserves must be 24 percent; the reserve cities, 
where the rate is 20 percent; and the so-called country banks, where the re- 
serve ratio is 14 percent. If we take all of them together, the average is ap- 
proximately 16 percent; and I may say that the Federal Reserve System has 
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now raised these requirements to their legal maximums except for the central 
reserve cities where the rate is 2 percent below the maximum which the Federal 
Reserve System could require. In any event if a bank has a dollar in reserves, 
it then can lend roughly $6, and thus can create $6 of bank deposits. 

The more Government bonds the Federal Reserve buys, the greater will be 
the legal reserves of the banks. The more reserves the banks have to their 
credit, the more they can lend. Indeed, their lending capacity will increase by 
six times the rise in their reserves. The more money the banks lend, the high- 
er—other things being equal—will be prices, for the ratio of money to goods 
will increase. 

STATISTICS OF INFLATION SINCE KOREA 


It is precisely this which has been happening since the start of the Korean 
war. Since June, wholesale prices have risen by about 17 percent and the cost 
of living by nearly 7 percent. During this time, the Federal Reserve has pur- 
chased about $3,500 million of Government securities, and the reserves of the 
member banks have risen by $3 billion, or from nearly $16 billion to $19 billion. 
About $2 billion of this increase was needed to meet a rise in reserve require- 
ments by the Federal Reserve Board in January, leaving just over $1 billion 
added to commercial bank reserves to support a loan and deposit expansion. 
Bank loans in this period increased by $8 billion, and the total created demand 
deposits subject to check rose from $85 billion to about $93 billion. 

In this connection, I should like to emphasize that the Federal Reserve 
System has about reached the end of its rope under existing legislation, so 
far as bank reserves are concerned. It cannot increase that ratio except in the 
case of the central reserve cities, where it could send up the rate by about an- 
other 2 percent. 

INCREASED MONEY TURNOVER ADDS TO INFLATION 


Mr. President, the increase of 10 percent in the supply of deposit money— 
namely, from $85 billion to $93 billion—has been accompanied by an increase in 
the speed with which the average dollar of cash and credit changes hands. The 
turnover of demand deposits has been more than 10 percent larger than a year 
ago. The combined effect of an increased supply of dollars and an increased 
velocity of dollars. has permitted prices to increase despite a significant increase 
in total production since June. 

We can make this point clearer by reference to some other figures. The total 
value of production of all goods and services—the gross national product—has 
increased by more than 10 percent since last June. Only half of this increase, or 
thereabouts, has reflected expanding production. The other half has reflected 
rising prices. Some elements of production have increased more rapidly than 
other elements. The total of all manufactures, for examples, has increased by 
10 percent. 

Also, some prices have risen much more sharply than other prices. Basic raw 
materials have risen, for instance, by about 50 percent; but these rises have not 
yet been transmitted to all goods and services. However, they will be in time, 
if the bank credit continues to flow. 

If most of the increase in bank loans had actually gone into expanding pro- 
ductive facilities, they would eventually have helped restore the money-goods 
balance. However, apparently they have not been used thus, but have been used, 
instead, to bid up the prices of existing goods. As I pointed out in response to 
a query from the eminent Senator from West Virginia [Mr. Kilgore] a recent 
survey showed that three-fifths of the expansion of business loans went to com- 
modity dealers and processors. Loans to cotton dealers predominated. These 
dealers and processors used this additional money to bid for fixed amounts of 
agricultural goods, and the effects of this can be readily seen in an increase in 
the wholesale prices of all farm products of 22 percent since June 1950. Textile 
products were up 32 percent in the same period. 


INVENTORIES BUILT UP 


To point up my contention that bank credit expansion has fed rising prices, 
Federal Reserve figures show that the rise in bank loans to business since June 
has paralleled fairly closely the rise in business inventories. Building up stocks 
of basic materials, which have shown the sharpest price increases, has been the 
most important factor in the increase of business loans. Bank loans to finance 
purchases of consumer durable goods and houses have also increased considerably 
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since June. These loans have been a factor not only in price increases in these 
buying areas but also in the prices of primary materials entering into the final 
consumer product. 

Mr. President, the primary cause for the rise in prices since last June has been 
this tremendous increase in loan and checking accounts. These increased loans 
and checking accounts have been made possible by the increase in the reserves 
which the banks hold in the Reserve System; and these reserves available for 
increasing loans and deposits have been raised by more than 1 billion by the 
Federal Reserve practice of buying all the Government securities which have 
been presented to it, net purchases of which have totaled over $3,500 million 
since June, with about $2 billion of that amount absorbed by the increase in the 
reserve ratio. The difference between the $3,500 million of net purchases of 
Government securities and the $1 billion increase in effective bank reserves is 
accounted for, as I have said, by Federal Reserve action in January, raising by 
this amount the required reserves of member banks. 


FEDERAL RESERVE BOND PURCHASES MAIN CAUSE OF INFLATION 


It is this practice of unlimited bond purchase by the Federal Reserve System, 
therefore, which is the prime cause of inflation. It is not that these purchases 
of bonds would be wrong of themselves if they could be divorced from the credit 
of the country. But under present conditions, they cannot be divorced from the 
credit of the country, because the Government bonds and securities bought by 
the Federal Reserve have raised the bank reserves. This enabled banks to 
increase loans, which in turn has increased prices. It has been the Federal 
Reserve System, therefore, which for 8 months has fed the fires of inflation. 
Now, we all have good reason to believe that while the Federal Reserve has done 
this guilty thing, it has done so protestingly and unwillingly. It has wanted to 
lead a virtuous life. 

But over the shoulder of the Federal Reserve System has stood the Treasury, 
making threatening passes and gestures and from time to time cracking its whip. 

And what have been the Treasury’s demands? They have insisted that the 
Reserve System hold its arms wide open and buy every Government security 
which is offered. They have insisted, moreover, that these securities shall be 
purchased above par—except in the case of some short-term issues—and shall 
be at low rates of interest—the actual coupon rate being 2% percent on outstand- 
ing long-term bonds. 

REASONS BEHIND TREASURY STAND 


Now there are two assigned reasons why the Treasury insists upon this policy. 
The first is that they say the policy is necessary to prevent bonds from falling 
appreciably below par and hence bringing loss to those who hold them. The 
second reason is the saving to the Government in its interest payments. The 
total interest bill of the Government is now approximately $5.800 million a year. 
A rise of % percent in the interest rate would, it is claimed, cost the Govern- 
ment a billion and a quarter dollars a year more in interest charges. 

Since the Secretary of the Treasury is responsible for the management of the 
public debt, it is but natural, if he takes a somewhat restricted view, that he 
will want the Federal Reserve to do precisely what he has been urging—namely, 
to provide an unlimited market for the purchase of Government securities, so 
that anyone who sells them is assured of disposing them at a price above par, 
and so that the interest rate is kept at a low rate. 

Mr. President, I want to make it clear that this attitude is not confined to the 
present Secretary of the Treasury, Mr. John Snyder. All of the recent Secre- 
taries of the Treasury, Mr. Morgenthau, Judge Vinson, as well as Mr. Snyder, 
have adopted this same position. Whenever the Federal Reserve or its Open 
Market Committee, which carries out the purchases, has been reluctant to go 
along on this unlimited program of bond and security purchases, the Treasury 
has resorted to a strategy of mixed cajolery and threats. The Open Market 
Committee consists of seven members of the Federal Reserve Board and five 
presidents of the Reserve banks, with the Chairman of the Board of Governors 
as Chairman of the Committee and the president of the New York Federal 
Reserve Bank as Vice Chairman. The Reserve Board has been told that it should 
cooperate, that it should stand by the President and not rock the boat. It has 
been told that if the price of Government bonds falls or the interest rate 
rises, the Reserve Board will be held responsible. I thought I detected cer- 
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tain overtones of that position in the remarks by the senior Senator from 
Wyoming, before he was compelled to leave the chamber. 

It is intimated that if the Reserve Board is recalcitrant, the Reserve System 
will be nationalized, and all independence will be taken away. At times, a 
head or two has rolled. Three years ago, Mr. Eccles, the then Chairman of 
the Board, who had been protesting against the expansion of credit policy 
which was helping to boost prices, was not reappointed as Chairman. 

Under this pressure the Federal Reserve System has gone along. The real 
responsibility has been that of the Treasury. The Treasury has pulled the 
strings, and the Federal Reserve has danced to its music. In the words of 
the Book of Genesis, “‘The voice is Jacob’s voice, but the hands are the hands of 
Esau.” 

Mr. President, this is not a case of evil men, but of misguided men. Mr. 
Synder is an honorable man. So were, and are, Mr. Morgenthau and Judge 
Vinson. So are they all honorable men. But in recent years, these gentlemen 
have been misguided men. For under the guise of keeping the interest rate 
down, they have forced the Reserve to action which has resulted in increased 
bank credits and hence created inflation. 

The costs to the Government and to the people have been far greater than 
the gains which we havé made from a lower interest rate. The increase in 
prices since Korea are probably already adding to the Federal Government costs 
at the approximate rate of $6 billion a year. 

The cost of meeting the interest on the public debt is now roughly $5,800 million. 
The entire budget submitted by the President for fiscal year 1952 is approx- 
imately $71,600 million. This means that Government expenditures for pur- 
poses other than interest, that is for services and materials, will be approxi- 
mately $66 billion. It is a conservative estimate that there has been a general 
increase in prices of commodities and services of roughly 10 percent as a result 
of the inflation; so that this inflationary price increase, then is already costing 
the Government at least $6 billion, and possibly more. That is in excess of the 
total amount which the Government now pays in interest. 

Even if interest rates were doubled, which is at best a very remote possi- 
bility, the added cost of meeting the interest on the public debt would not equal 
the cost to the Government because of the rise in prices that has already taken 
place. 

Furthermore, our whole society has been greatly disturbed and convulsed 
by the increase in the cost of living which has taken place; and no one knows 
what lies ahead. The responsibility for all this lies proximately and immedi- 
ately with the Federal Reserve, but ultimately and really with the Treasury. 

I am not interested in putting anyone in the pillory and holding him up to 
public scorn. I am not interested in castigating people or institutions for the 
fun of it. I am vitally concerned, however, as to what will happen to this 
country if this policy is not changed. 


CHANGE IN FEDERAL RESERVE PRACTICE PENDING 


In recent days, the Federal Reserve Board has shown signs of restiveness, 
signs of an awareness of sin, and of a desire to turn over a new leaf. Judging 
from press reports, it has apparently indicated a desire to change its policy. 
Then the whole Board was called to the White House, and an appeal was appar- 
ently made to them to support the Treasury. There is some dispute as to 
what the reply of the Board actually was. The President and the Secretary of 
the Treasury apparently thought the Board had acquiesced. Most members of 
the Board thought this was not the case. But I pass over this, for misunder- 
standing is not unusual in such conferences. Then, according to the press, the 
Board 9 days later addressed a letter to the President. It is understood that 
no action has yet been taken on the policy issues involved. 

We are, therefore, at the very hour of decision, and that is the only reason 
why I have risen to discuss the matter. 


PROBABLE EFFECTS OF ENDING FEDERAL BOND PURCHASES 


Let us now go into this matter a little more deeply, and let us ask ourselves 
what would happen if the Federal Reserve quit buying Government bonds. I 
should like to explain here that I am talking about the so-called marketable 
bonds; that is, the kind of securities which are bought and sold in the open 
market. The E. F. and G savings, or defense bonds, are not sold in the open 
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market. These can be cashed at values written into the contract at any time one 
may wish, but, unless the owner keeps them until they are due and payable, he 
will take less in interest than if he held them until maturity. 

The E-bonds are the ones which are held by the great bulk of small investors 
throughout the land. They are very different from the Liberty bonds of World 
War I, which were bought and sold in the open market. We should not forget 
that fact. 


MINOR FLUCTUATIONS DO NOT DISTURB LARGER INVESTORS 


To return to my question, what would happen if the Federal Reserve were to 
stop buying Government bonds? Frankly, I do not think very much would 
happen in the Government bond market. The outstanding marketable bonds are 
held by the very large and, for the most part, sophisticated investors. They 
have invested for income and are not concerned with temporary fluctuations in 
price. If they could not sell their marketable bonds at prices well above par, or 
at what bond brokers call a premium, they would be less inclined to sell them; 
and if they could sell them only at prices below the level at which they were 
originally bought—that is, at a penalty—they would still be less disposed to sell 
them, because it would show up on their books as a loss; and insurance com- 
panies and other institutional investors do not want to show losses on their 
dealings. 

One thing is certain; the yields on other and riskier investments, which these 
sophisticated investors have been selling Government bonds to purchase, would 
have less attractiveness than they have at present. 

Ours is a high-saving economy. A substantial volume of savings normally 
flows into fixed income securities when confidence exists in those securities. It 
is not normal or natural for the investor to seek risky investments. 


THREE PERCENT CONSIDERED FAIR RETURN 


Now I happen to think that there are innumerable investors, insurance com- 
panies, churches, universities, and other institutions that would think that 3 
percent or perhaps a little less was a fair return, a living wage which would 
enable them to carry on and pay their way and keep on hiring their ministers 
and their professors. But when the return on their money is a good deal less 
when prices are rising, and the cost of their operation is increasing, it is natural 
for them to sell some of their Government securities in order to put their money 
into higher yielding investments that will give them a living wage. With some- 
what higher yields, and a more stable level of prices, these investors would be 
buyers rather than sellers of Government bonds. 

Government bonds are, for the most part owned outright. They are not 
bought on credit, and a fluctuating Government bond market is no more likely to 
discourage investors than an artificially pegged market. A fluctuating market, 
responsive to the laws of supply and demand, does not cause loss of confidence in 
State and municipal, or in corporate securities which are not supported. I am 
confident that a more realistic return on Government securities will enable them 
to stand on their own feet. And a more realistic rate means one that is more 
nearly in accord with the income needs of the large institutional investors, 
such as life insurance companies and pension funds, most of which are geared 
to an actuarial rate of 2% to 3 percent. These institutional investors are the 
natural buyers of the marketable Government securities with which we are con- 
cerned in this matter ef supporting and pegging the market. 


AWARENESS OF REALITIES WILL REVEAL GOVERN MENT CREDIT IS STRONG 


It is said that nobody knows at what levels Government bond prices will settle 
if the Federal Reserve withdraws support from the market. Exaggerated pre- 
dictions are sometimes made that it will be at some very low figure which would 
cause serious financial troubles for present holders of outstanding securities. 

That seems to me to be entirely unwarranted lack of faith in the real values 
of Government bonds. I think that the Government bond market may well ad- 
just at a level very little below its present levels and that genuine investors 
would be drawn into the market as eager buyers if the returns offered were more 
nearly in line with a realistic appraisal of investor needs and prospects for 
income. 
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I can see no sound reason for failure to test out the true market by open- 
market operations, and if that is done I believe that sellers will soon be out- 
numbered by willing buyers. 

If the market does not stabilize through normal supply and demand forces, 
if the investors’ appraisal is, in fact, at lower levels than I would expect, then 
it would still be the part of wisdom to know it and to face the truth of the 
matter. We would be concealing, instead of dealing with, the cause of a disease 
that needs to be treated boldly. 

It seems to me that bold, not timid, grappling with this fundamental matter 
of the true worth of the obligations of this Government may well reveal that 
the credit of the United States is far stronger than the pessimists think—and, 
indeed, the best way to put pessimism and lack of faith to rout is to strip all 
camouflage from the problem so that we may deal with it in its true light, and 
adopt the fiscal, monetary, and other measures that are required to convince 
even the most skeptical that the American dollar and American Government 
securities are instrinsically sound and worthy of universal confidence. 

Mr. President, I think that prophecies of any serious decline in Government 
bond prices following withdrawal of Federal Reserve supports are hysterical 
and wholiy unrealistic. We have had inflation—too much inflation—since the 
end of the war. But the credit of the United States is still the best on earth. 
It is not so enfeebled as to require constant artificial stimulants. As a citizen, 
I find intolerable the idea that the bonds of my Government have to be artificially 
bolstered up. 


SEC ACT FORBIDS PRICE PEGGING IN STOCKS 


The Securities and Exchange Commission Act contained a proviso that no 
one should, by rigging the market, maintain the price of corporate bonds sold in 
the open market; that an investment house should not maintain prices artificially 
on the market in order to dispose of the securities which it issues. There were 
too many instances of that kind in the 1920's. I do not want to see my Govern- 
ment adopt a similar policy in the maintenance of prices of Federal securities. 

I dislike intensely the idea that the bonds of my Government are not intrin- 
sically sound and deserving of the support of real investors. I recoil.from the 
notion that the central bank must constantly administer artificial respiration to 
the securities of the United States. The credit of the United States does not need 
a pulmotor. I believe our securities are able to stand on their own feet. I think 
they merit the support and confidence of the public. I am not willing to accept 
the defeatist conclusion that, as a nation, we lack the intelligence, the will, and 
the courage to protect our dollars and our securities against progressive debase- 
ment. We are, perhens, slow to act, late in doing what needs to be done to pro- 
tect the dollar. But I deny that the battle is lost. It has just begun. And once 
the fight is launched in earnest, it will reinspire faith and confidence in the dol- 
lar and in the Government credit. It will not be necessary to provide an unreal— 
an artificial—market, which in the end will deceive no one, least of all the ex- 
perienced investors in the country. 


SALES OF SECURITIES RESULT FROM FEAR OF INFLATION 


Mr. President. during recent weeks and months there has been a considerable 
sale of bonds, both governmental and private. Why have these sales been con- 
ducted? It has been largely because people have been fering inflation. They 
know that in the case of Government bonds thev will get 100 cents on the dollar. 
but they are afraid that those 100 cents will in the future not buy verv much. 
Thev are not afraid of a denreciation of their canital in money terms, but that 
their monev itself will depreciate. Hence they sell bonds, in order to purchase 
either stocks, which have residual claims unon earnings, farms, other equities, 
or commodities. A large part of the sales of Government bonds has been because 
of the fear of inflation. 

If we can stabilize prices and remove this fear, or greatly reduce the fear. 
then the temntation to sel! Government honds will he diminished. and the need 
to maintain the bond market by an artificial pegging on the part of the Federal 
Reserve System will be removed. 

Mr. President. let me again ask the avestion: What would hapnen if the 
Federal Reserve System were to cease buying Government bonds? One result 
would be that the continued flow of reserves into the hands of member banks 
would ston. and the ability of the banks to make future loans to sneculators and 
others would be diminished. The danger of a further substantial increase in 
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the price level would be reduced. We would dampen, if not perhaps completely 
check, the increase in prices which would otherwise surely result. 

Unless the Federal Reserve System sharply curtains its rate of purchase, it 
will be constantly pumping, pumping, pumping more monetary purchasing power 
into the economic system and sending prices up. If it curtails its purchases, the 
rate of flow of new money purchasing power will be checked and the rise in 
prices will be slowed down. 

So, Mr. President, I would not say that a complete cessation of purchasing by 
the Federal Reserve System would necessarily bring with it any catastrophe. 
Quite the contrary, it might be extremely valuable. 


MAINTENANCE OF ORDERLY BOND MARKET ESSENTIAL 


Confident as I am that the Government bond market’s natural level is by 
no means to be found at such low levels as would bring financial embarrass- 
ment to present holders, I am not advocating the complete abandonment of open- 
market operations by the Federal Reserve. I am proposing that the Federal 
Reserve continue its policy of maintaining an orderly market. 

I am not advocating an abandonment of all operations and the dumping of the 
open-market portfolio on a chaotic market. I suggest simply that the Federal 
Reserve, which has had many years of practical, day-to-day experience in its 
open-market operations, permit the Government securities market to reflect the 
underlying factors of supply and demand—that it permit the market to ad- 
just, without disruption, and avoiding sharp price fluctuations to a point at 
which the true investor will buy and hold Government securities. 

It is not possible to fool the public long by artificiality. Confidence in the 
dollar and in Government securities is founded on public willingness to buy 
and hold such securities. It can only be undermined by central bank financing 
that eats away the value of the dollar. 

I have heard it said that all of this is old-world economics, and that, in time, 
as there are fewer and fewer civilian goods available, people will not know 
what to do with their money, and will have to invest it in Government securities 
at present, or even lower levels. 

Mr. President, that is a weak reed to lean upon when bank credit is growing 
daily and adding more and more dollars to the money supply. Moreover, we are 
facing a defense period of indefinite length. We are facing rapidly mounting 
defense expenditures. Unless further taxes are enacted to cover these costs— 
and we have done well thus far—we may be in for another period of deficit 
financing before long; we will be faced again, as we were after Pearl Harbor, 
with the problem of how to manage the deficits. We must be in a position to 
avoid the financing mistakes of World War II, which left us with a heritage of 
inflationary fuel in the form of an excessive money supply. 

No system of Government price controls can permanently or greatly reduce the 
pressure toward high prices if there is an ever-increasing amount of bank credit 
in the hands of private banks ready to be siphoned out to business. 

Even before new Government deficits develop, however, we shall continue to 
face the potentially much greater threat of inflation that could result from pri- 
vate credit expansion based upon unrestrained purchases of Government securi- 
ties by the Federal Reserve. 


REAL ISSUE IS SUPPLY OF “HIGH-POWERED”’ RESERVE DOLLARS 


Mr. President, I want to restate briefly what I think is the real issue here. 
The real issue is the high and still rising cost of living. We have to meet this 
problem in various ways. Curbing the creation of more credit dollars and par- 
ticularly high power Federal Reserve dollars is probably the most important way 
of meeting it. If we let the creation of these dollars go on, there is no question 
what will happen, no matter what else we may do, and all of the other sacrifices 
which we are asking of the American citizen—in the form of heavy taxes, price 
and wage controls, and consumer credit restrictions—are likely to be of little 
avail. We will have more inflation and a higher and higher cost of living. 





STEADY PRICES MORE IMPORTANT THAN STEADY INTEREST RATE 


Mr. President, this country stands to gain much more from steadiness in the 
price level, even if it may mean a slightly higher rate of interest, than it does 
from steadiness in the interest rate and a constantly increasing level of prices. 
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That is the issue, Mr. President. The Federal Treasury is trying to peg the 
interest rate, and by so doing force the Federal Reserve System to pump into 
business billions upon billions of additional bank credit, the only sure result 
of which would be to send up prices and possibly bring ruin upon both the Gov- 
ernment and the people. 

Mr. President, one of the advantages of our system of representative govern- 
ment is that in the legislative chambers a humble representative of the people 
can arise and state the issue, so that he who runs may read, as those who will 
read the Congressional Record tomorrow morning will, I hope, understand 
what the conflict is :bout. 

I hope very much that the Treasury will not persist in the attitude which it 
has taken to date. I hope very much that it will lessen its resistance to the 
Federal Reserve System’s proposal to turn off the spigot. I hope it will not 
insist that the Federal Reserve System be committed to an unlimited purchasing 
of Government bonds from everyone who presents them, I may say that the 
volume of purchases which the Federal Reserve System has had to make in the 
past 2 weeks, if I can judge from their reports issued to date, is very high. 

Mr. President, Rome is still burning. But there is time for the fire company to 
put out the fire. There is time to do so if the Treasury will cease its obdurate 
attitude and acquiesce to the Federal Reserve System, which, in my judgment, 
should return to the paths of virtue and use its clear legal authority to slow 
down or stop the open-market purchase of securities. 

I know it is said that we must keep down interest charges to the Government. 
But I should like to point out again that the Federal Government itself is losing 
far more from an increase in prices than it could possibly lose from an increase 
in interest rates. Therefore the Treasury has a very restricted point of view 
of the Government’s interests when it sees only interest charges. 

Mr. MILLIKIN. Mr. President, will the Senator yield? 

Mr. Doveras. Yes. 

Mr. MILLIKIn. Has the distinguished Senator from Illinois put into the Record 
during the course of his address the number of bonds held by institutions and 
those held by the public? °- 

Mr. Dovetas. I do not know about institutions, but I shall -ask unanimous 
consent to include a number of documents in the Record, including a statistical 
record of bond purchases, bank reserves, bank loans, and price increases, I shall 
try to classify the Government bonds according to their type and how they are 
held. 

Mr. MILLIKIN. Can the Senator tell us roughly how the bonds are divided as 
between institutions and the public? 

Mr. Dovetas. I shall submit for the Record a table showing figures as to how 
thev are held. 

Mr. MILLIKIN. Mr. President, will the Senator yield further? 

Mr. Dovetas. I vield. 

Mr. MILLIKIN. Can the Senator give us an approximation out of his head? 

Mr. Doveras. As the Senator from Wyoming has stated, of a total of $257 
billion outstanding. approximately $58 billion are in series FE and F bonds. 
Forty-one billion dollars are held by public and quasi-public institutions. About 
$152 billion of marketable securities are in private hands. 

Mr. Mivrikrn. Mr. President, will the Senator yield further? 

Mr. Dovetas. Yes. 

Mr. Mrir1tkrn. Does the Senator have any table showing the maturities of 
the bonds in the hands of the public? 

Mr. Dovetas. I shall include such a table in the statistical material. 

Mr. MrIcxurKin. The Senator is not contending, is he, that in the long run the 
savings bonds would not reflect the rate of interest payable on the other bonds? 

Mr. Dovetas. It would depend on how much interest rates on marketable 
securities rose. If the general interest rates should move upward moderately, 
it would not be necessary to adjust the interest on savings bonds. The Govern- 
ment might be compelled eventually to lift the savings-bond rate to a higher 
figure, a figure high enough to keep savings bonds competitive with other forms 
of savings. 

‘Mr. Mruxrkin. If the Government refunds savings. bonds, it would have to 
be done at a higher rate. 

Mr. Dovetas. Savings bonds run 10 or 12 years to maturity. They are 
redeemable only at a sacrifice of interest return or on one type at a discount. It 
would not be necessary to refund outstanding savings bonds unless other 
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forms of Savings available to small savers became so attractive that they re- 
deemed their bonds to hold their savings in these other forms. 

Mr. MILLIKIN. I do not make any argument as to that point. I mention 
it because earlier in the Senator’s address I understood that the interest 
problem in connection with savings bonds was not particularly covered. 

Mr. Douetas. Not so much the interest problem as the problem of the de- 
preciation of the face value. Savings bonds are different from the Liberty 
bonds of the First World War, which could be sold in the open market. Series 
E, F, and G bonds can only be redeemed; they cannot be sold, as the Senator 
knows. 

Mr. MILLIKIN. I was merely making an observation. There is no way of 
stabilizing, except for a short term, any Government rate of interest. It flows 
over into all Government issues, and it flows over into private finance. 

Mr. Dovuetas. That is correct. 

Mr. MILLIKIN. The Senator from Illinois raised the question as to what 
extent we should increase the interest rate, with the incidental risks which he 
has mentioned. If we withdrew support from the bonds—and I am listening 
with great interest, and do not argue the point—there would at least be a 
temporary increase in the interest rate. 

Mr. Dovuetas. I should like to state it this way: If the Federal Reserve 
Board does as the Senator from Illinois recommends, namely, greatly reduce its 
volume of purchases of Government securities, it is obvious that bank reserves 
would not increase by the degree to which they otherwise would. Bank loans, 
consequently, would not increase to the extent they otherwise would. The 
supply of credit would largely be contracted below what it otherwise would 
be. If the supply of loans is reduced in relation to the demand, the inevitable 
result will be an increase in the price of credit. Since the price of loans is 
the rate of interest, a consequence of such a restrictive policy on credit would, 
therefore, be a rise in the interest rate. I emphasize that this rise in the interest 
rate is, however, a consequence of an attempt to stabilize prices of Govern- 
ment securities and the general price limit. It is not the primary issue which 
is at stake. The primary issue at stake is whether we should continue to issue 
unlimited quantities of bank credit. If we stop it, probably the interest rate 
would rise. However, that would be a lesser evil than a continued expansion 
of credit and a rise in prices. 

Mr. MILLIKtIn. That is the whole burden of the Senator’s argument. 

Mr. DouGLas. Yes. 

Mr. MILLIKIN. At this time I am not taking any issue with his stand. 

Mr. Doue.as. It is always a pleasure when a high-powered intellect agrees 
with me. 

Mr. MILLIKIN. I asked the questions so that I could be accurately informed. 

Mr. Dove.tas. As accurately as I can inform the Senator. 

Mr. MILLIKIN. Usually the Senator's infirmities are not such as to preclude 
him from giving an accurate answer. 

Mr. Dove.as. I hope the Senator will carry over his tribute to me when we 
come to a discussion of the protective tariff. 

Mr. MILLIKIN. I wish to have the Record show how these bonds are held, 
what their maturities are, and what the impact of a higher rate of interest 
might be, not only in its immediate relationship to the problem of inflation 
but also on the holders of our so-called savings bonds. 

I should like to make one further suggestion, if I may. When the economy 
is stinking with inflation, as it is at the present time, there are also some psy- 
chological factors, which may not reflect completely the type of argument 
which the Senator is making. They sometimes lead to explosive inflation, re- 
gardless of the fundamental factors which are operating one way or the other. 
In other words, the psychology in the explosive inflation phase can override 
many sound measures. 

Mr. Dovue.as. That is true; but I think the psychology becomes sounder and 
sounder, if I may use that expression, as it is to a greater and greater degree 
based upon awareness of the facts. 

Mr. MILLIKIN. If the medicine is not administered too long after the patient 
has become ill. 

Mr. Dovuetas. I can think of nothing worse for the American psychology 
than to have a constantly mounting cost of living and a constantly increasing 
scale of prices. That will lead to the sale of Government bonds. It will lead 
to the purchase of stocks and commodities, which will send prices still higher. 
It will lead to labor unrest and to strikes. It will undermine confidence in gov- 
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ernment. There is nothing economically worse than an appreciable increase in 
the cost of living. Though I am not in favor of an increase as such in the in- 
terest rate, I am ready to take it as a necessary evil as compared to the much 
greater evil of suffering a large price increase. 

Mr. MILLIKIN. With much of what the Senator has said I would not disagree. 
I am merely making the point that perhaps we are oversimplifying the remedies. 
Assuming that the Senator is correct in every particular, there are a number of 
things which have led to the present state of inflation which might or might 
not be overcome by the corrections which the Senator has mentioned. However, 
that is no reason for not administering a good remedy if one is available to us, 
if it does not, in turn, stimulate other illnesses which would be bad. 

Mr. DouGLas. Dealing with the question of complexity, let me point out this 
fact : The increase in the total supply of bank credit has been about 10 percent. 
The increase in the total quantity of physical production has been apparently 
about 10 percent. The increase in the velocity of circulation of money and 
credit has been about 10 percent. The increase in prices has been about 10 
percent, if we include wholesale and retail prices together. 

It is interesting to note that if we divide the relative increase in the total 
amount of money plus the increase in velocity of circulation by the increase in 
the quantity of goods produced, we get an increase of about 10 percent in prices, 
which is precisely what has occurred. 

While these things are interrelated, what I am trying to say is that probably 
the chief cause for the increase has been the increase in the quantity of credit 
which has resulted in an increased money supply. Once prices start going up, 
the velocity of circulation increases, because the people know that with every 
day their money is worth less, so they hasten to spend it as quickly as possible. 
Therefore we have a cumulative force at work. An increase in money relative 
to goods leads to an increase in the velocity of circulation as well. 

Mr. MILLIKIN. That has direct relation to my last suggestion, that if we do 
not use the remedies which are available to us, or if they should not work, there 
may come a time when certain psychologies will have greater force than all the 
academics of the situation.. 

Mr. Douetas. If the Senator from Colorado is implying that I am merely in- 
fluenced by academics, let me say to him that since I do not have the emolu- 
ments of academic life, I should not have the opprobrium. [Laughter.] 

Mr. MILLIKIN. I imply nothing adverse to the distinguished Senator. 

Mr. Dovetas. I thought there was a certain tone in the Senator’s voice. 

.Mr. MILLIKIN. That shows that the Senator has a bad ear for music. 

Mr. DovueLas. The sound of the Senator’s voice is very sweet. 

Mr. MILLIKIN. The Senator should get in tune with the music and it would 
register more sensitively. I do not like to be judged on the tone of my voice, 
because the good reporter here is not writing music. He is writing symbols 
representing words. 

Mr. Dovuetas. If we may turn from music to harsh realities 

Mr. MILLIKIN. Let us not be harsh. 

Mr. Dovetas. Is the Senator saying that the Federal Reserve System should 
continue buying Government bonds? 

Mr. MruurKi1n. No. I am a humble student; I am a sophomore, listening to 
the Senator’s academics. 

Mr. Douatas. They are not academic issues at all. 

Mr. MILirKin. Under such circumstances the teacher always has a victory. 

Mr. Dovetas. The Senator from Colorado is quite able to answer back, and he 
does so on many occasions with great skill. 

Mr. Case. Mr. President, will the Senator yield? 

Mr. Dovetas. I yield. 

Mr. Case. It has been my impression that the Government itself is the loser 
on the alternatives which the Senator has suggested. That is, the Government 
today is a larger procurer. It is buying many things. If it is a choice between 
having a higher price—— 

Mr. Dovetas. I would not like to say that the Government is a procurer, but 
it procures large quantities of goods. 

Mr. Case. I will accept that modification or clarification. 

Mr. DoveLas. Whatever may have been the record of the Federal Government 
from 1920 to 1933, it is certainly not true under the present administration. 

Mr. MILLIKIN. If the Government is a procurer, it is under the present admin- 
istration. [Laughter.] 
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Mr. Case. In any event, the Government is in the market today buying a vast 
quantity of goods, military and otherwise. I agree pretty largely with the thesis 
of the Senator from Illinois with respect to the probable cost of an increase in 
the interest rate and the lack of desirability of such an increase per se. But if it 
is a choice between paying a higher price for what the Government has to buy 
and paying a higher interest rate at a lesser price, what is the picture for us? 


INFLATION OF PRICES COSTS GOVERNMENT MORE THAN HIGHER INTEREST RATE 


Mr. Doueias. There can be no question about that matter. The interest pay- 
ments of the Federal Government amount to five and eight-tenths billion, out of a 
total projected budget of $71 billion, leaving $66 billion for goods and services. 
The Government stands to lose much more from an increase in prices than it 
does from an increase in interest rates. 

Mr. Case. That is, the Government can buy money at a higher rate and still 
have economy, as against paying higher prices for goods. 

Mr. Dovetas. Provided it can keep the price level down. Of course, if both 
interest rates and prices rise, it is caught both ways. But if we could shut off the 
supply of bank credit or greatly reduce the supply of bank credit and stabilize 
prices, then we could take the slight increase in the interest rate which would 
be needed as a cheap. price with which to purchase both fiscal and general social 
stability. 

Mr. Case. Has the Senator made any computation of the additional cost to the 
Government by reason of the increase in prices since the 27th of June? 

Mr. Doveras. I have made a rough computation that when the effects are 
fully evident they will amount to at least $6 billiom a year, and probably more, 
because the increase in wholesale prices has been 17 percent; the increase in 
the cost of living has been about 7 percent. If we take an average of the two, 
and perhaps of services, the average would be between 10 and 12 percent. Apply 
that as an average and it works out from $6 billion to $7 billion. Even if the in- 
terest rate on long-term securities should rise from 2% to 3 percent, and the 
rate on other Government securities should go up correspondingly, fhat would 
represent an increase in the total interest bill of only $1,250 million. 

Mr. Case. I have seen the observation made that since the 27th of June we 
have lost 100 times more planes by reason of the increased cost of planes than 
we have lost in conflict. 

Mr. DouGLas. That is quite possible. 

Mr. MILLIKIN. Mr. President, will the Senator yield? 

Mr. Dovetas. I yield. 

Mr. MILLIKIN. I think it has been said—I have not checked it—that we have 
really lost the value of our recent tax increases. 

Mr. DoveLas. We have lost very close to it. 

Mr. MILLIKIN. May I ask one further question? 

Mr. Dovueg.Las. Certainly 

Mr. MILLIKIN. Has the Senator made an estimate during the course of his 
remarks as to what he would call the amount of legitimate bank credit which 
should flow at the present time, in order to measure the amount of inflationary 
bank credit? 

Mr. Dovuatas. Itis quite difficult to secure an accurate figure. 

Mr. MILLIKIN. Oh, yes. 

Mr. Douctas. But I should say that at the very least we should not let the 
total supply of bank credit increase. 

Mr. MILLIKIN. Let me put it another way, please. Obviously, with an economy 
of the size of ours there must be a legitimate base of bank credit. 

Mr. Dovuetas. Yes. 

Mr. MILLIKIN. I am trying to figure whether the Senator has measured what 
that base should be to support legitimately an economy of the present size of 
ours. 

Mr. Dovuetas. I should say that probably it would have been desirable not to 
have increased the total amount of demand deposits above $85 billion and to 
depend upon a philosophy of increase in the velocity of circulation to match 
the increase in production. The increase from $85 billion to $93 billion has been 
a misfortune. I would not like to see an increase above $93 billion. 


Mr. MILLIKIN. Is it the Senator’s idea that in the main that increase is 
inflationary? 


Mr. Dovetas. Yes. 
52356—_60——11 
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Mr. Tart. Mr. President, will the Senator yield? 

Mr. Dovetas. Yes. 

Mr. Tarr. As I understand—and I agree with the Senator—the effect today 
of the policy of the Federal Reserve Board in supporting the Government 
market at par is practically to monetize the public debt at the request of any 
bank that chooses to make the request. 

Mr. Dovue.as. It makes it possible for anyone who wants to present Govern- 
ment bonds to the bond market committee of the Federal Reserve bank to have 
the bonds purchased. The effect will be to increase the bank reserves by that 
amount. 

Mr. Tarr. I agree with the general thesis of the Senator. I have one or two 
questions. Does not the Senator think it is possible that the 2% percent rate, 
which is the basic Government rate on long-term bonds, may be a sound rate, so 
that if the Board stops buying bonds, at least the bonds will not fall very far 
below par? 

Mr. Douetas. That was my argument. 

Mr. Tarr. So under those circumstances, does the Senator think the banks 
would be very much discouraged from disposing of such bonds? Would there 
not in effect, so to speak,~be a general public market for the bonds even if the 
Federal Reserve Board should stop buying them? 

Mr. Dovue.as. I regret that the distinguished Senator from Ohio was not on 
the floor when I made that point, because I tried to develop it in some detail. 
What the Senator from Ohio suggests is quite true. Insurance companies and 
financial institutions will not want to show losses on their books, and if and 
when the bonds fall below par, if they sell them, that means that the institutions 
will have to admit that they have taken losses, and they do not like to do that. 
Secondly, as the price of bonds with fixed interest rates falls, of course the yield 
rises proportionately, so that they become more and more attractive and hence 
they will less and less be sold. Therefore, I do not think we need fear that the 
bottom will fall out of the bond market. 

Mr. Tar® I agree fully with the Senator from Illinois. I question whether 
the price is going to fall at all, and therefore whether the bond situation will 
have much effect on inflation. I agree with the Senator that we ought to 
abandon the present policy. I raised the question as to whether such abandon- 
ment actually wili have the effect of preventing inflation, as the Senator desires. 
It may doso. I think it will not. 

Mr. Dove.as. If | muy say so, I think the Senator from Ohio is now falling 
into the same fallacy the Senator from Wyoming (Mr. O’Mahoney) fell into 
earlier in the day. The Senator from Ohio is assuming that those of us who 
want to check inflation hope to do so by raising the interest rate. That is not 
the point. I certainly do not argue that a rise in the interest rate will appreciably 
reduce the amounts which borrowers will want to borrow from banks. Interest 
payments are such a small fraction of the total cost of business operations that 
a rise in the rate would not represent much of an increase in total cost. There- 
fore, I do not think it weuld appreciably reduce the demands for loans. I think 
that economists and bank authorities have in the past erred in overstressing this 
point. 

What I am saying is that we should try to control credit not by raising the 
price but by helping to shut off the supply. 

Mr. Tart. But my point is that the banks, after all, will be able to cash their 
bonds. The basic difficulty lies in the fact that the bonds are so liquid that 
ordinary methods of credit control are not going to be extremely effective. I 
am inclined to agree with the Senator from Tlinois. I think the abandonment 
of the pelicy will cause bonds to drop a little. though not a great deal, below par, 
and that may discourage the banks from cashing their bonds and increasing their 
reserves and other loans. 

Mr. Doveras. The significance of correct Federal Reserve action lies not in 
increasing the interest rate, but in reducing the amount of purchases, so that the 
banks will not: be able to get reserves by selling their bonds. That is the essence 
of it. 

Mr. Tart. That is true unless they can sell their bonds to the general public 
and later on say, “A 214-percent bond or the short-term bond is pretty good, even 
at present interest rates.” 

Mr. DoverAs. Yes: but if bank loans do not increase the total amount of 
money does not increase, and we do not have inflation. 
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Mr. Tarr. I agree it will have less effect if the bonds are sold to the public 
than to the Reserve banks. 

What does the Senator from Illinois propose that Congress do about it? 

Mr. DovuGLas. I do not know what the Congress can do about it, but I hope 
that the present admonition from this side of the aisle to the Treasury may 
make the Treasury a little less hidebound and strengthen the will of the Fed- 
eral Reserve Board to take the action which the law authorizes. I think the 
‘Treasury and its advisers have been engaged in a wrong policy for a consid- 
erable time. I should like to see them yield their position. If they do not yield, 
Il am ready to propose a resolution at an appropriate time, similar to that which 
our subcommittee proposed a year ago, providing that the control over the total 
supply of credit be put into the hands of the Federal Reserve Board, and that 
the issue of servicing the debt be subordinate to that, rather than be made, as 
now, the primary consideration. 

Mr. Tart. I agree with the Senator from Illinois that the admonition from 
the other side of the aisle is going to be much more effective than a similar 
admonition given from this side of the aisle. 

Mr. Doveatas. I agree. 

Mr. Tarr. I am quite delighted to join with the Senator from Illinois in 
that admonition. I should be interested to see the resolution which the Senator 
from Illinois may ultimately have to propose if the Treasury remains obdurate 
in spite of the admonition from the other side of the aisle. 

Mr. MILLIKIN. Mr. President, will the Senator yield? 

Mr. DovueGtas. I yield. 

Mr. MILLIKIN. I think the distinguished Senator from Illinois is working 
in a very hopeful atmosphere. The Senator from Arkansas [Mr. Fulbright | 
won one battle the other day. 

Mr. DouGLas. May I say in all modesty that I helped him. 

Mr. MILLIKIN. That victory will help to feed the Senator’s furnace. 

Mr. Dovue.as. It is a great tribute to the power of truth in a democracy. 

Mr. MILLIKIN. It is a great tribute to the powers of the Senator from Ar- 
kansas and the Senator from Illinois, without undue disparagement so far as 
the significance of the word “truth” is concerned. 

I should like to ask the Senator from Illinois a question. What was the e¢all- 
money rate when everything went to pot in the late 1920's? 

Mr. DoveLas. 1 do not recall exactly; but, as I remember, call money in 
New York was very high, say about 10 percent. That was a rate paid by stock 
market speculators on their loans, 

Mr. MILLIKIN. Interest rates have profound significance with relation to, let 
us call it, inflation. 

Mr. Dovucras. I have never maintained that high interest rates—and I think 
this is the fourth time I am making this statement today—I have never main- 
tained that high interest rates greatly diminish the demand for loans. Econo- 
mists have been wrong about that. Bank authorities have been wrong about 
it. The important point is the question of supply. If the supply is shut off, 
the money simply is not there to loan. I am sorry to see that the Senator 
from Wyoming [Mr. O’Mahoney], the Senator from Ohio [|Mr. Taft], and the 
Senator from Colorado [Mr. Millikin] have all fallen into this fallacy. 

Mr. MILLIKIN. The Senator from Colorado has not disclosed his position. 

Mr. Dovueras. The Senator from Colorado always hides behind the thicket 
and has a machinegun.concealed there which is ready for action. 

Mr. MILLIKIN. I have not as yet unmasked the machinegun. I am in proc- 
ess of attending the Senator’s seminar and trying to learn something. Maybe 
some day I shall submit a paper for a master’s degree, or for one of the lesser 
degrees 

Mr. Dovetas. As I said, since I do not have the emoluments of the teaching 
professor, I ought not to be reproached with conducting a seminar. But I can 
learn from the Senator’s legal stance and I am anxious to do so. 

Mr. MItiiKINn. I am not asserting that the Senator is receiving any such emolu- 
ments. I should like to receive some of the emoluments myself. I suggest that 
the Senator place in the Record, not that the Senator thinks it would be of any 
signiticance, but someone else in considering the Senator’s thesis might think so, 
what the interest rate was on call money when the collapse came in 1929. 

Mr. Doveras. In October 1929. 

Mr. MILLIKIN. Yes. 

Mr. Douetas. Would the Senator like some figures for December 1907? 
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Mr. MILLIKIN. Yes. 

Mr. Dovue.as. And for January 1897? 

Mr. MILLIKIN. It would not be a bad idea, if the Senator from Illinois related 
them in some kind of a pattern. 

Mr. Dovuetas. And the price of rubber in Brazil in 1907? 

Mr. MILLIKIN. Before the Senator concludes putting in the Record his charts 
and other material I expect to see all those figures exposed, and I also expect that 
the Senator from Illinois will give some kind of a reason for exposing them. 

However, let us confine ourselves to 1929 or whenever it was when interest on 
call money and interest rates reached their peak, just before the flood came. 

Mr. Doue.as. Earlier in the day the Senator asked for information as to who 
held various types of Government securities, and in what quantities. For the 
sake of the Record, let ine say that the total volume of outstanding Government 
securities as of December was approximately $257 billion; that $152,500 million 
were marketable; that the Reserve banks held $19 billion: commercial banks, 
$62 billion; mutual savings banks, $11 billion; insurance companies, $19,500 mil- 
lion; other corporations, just short of $20 billion: State and local government, 
$8,100 million. Individuals held savings bonds amounting to just under $50 
billion; other securities, $17,600 million; miscellaneous invesments, $11 billion. 

Mr. MILLIKIN. I thank the Senator. 

Mr. Dovue.Las. I will also put in a table of maturity dates and amounts. 

Mr. MILLIKIN. For the benefit of those who might believe there is some rela- 
tionship between the problem we are considering and the rate of interest, will 
the Senator include in his remarks or in the annexes to his remarks the e¢all 
money interest rate before the collapse came in the late twenties? 

Mr. Dovatas. I shall be very glad to do so just as soon as I am able to obtain 
this information. I think it was around 10 percent. 

Mr. President, I have wished to conclude before now, but have been on my 
feet longer than I intended to be, only because of the very alert questioning of 
certain of my colleagues. 


TREASURY SH@ULD YIELD AND FEDERAL RESERVE SHOULD DIMINISH BUYING 


I conclude with the plea that the Treasury abate its policies and yield on 
this issue. May I also enter a plea that the Federal Reserve Board gird its 
legal loins and fulfill the responsibilities which I believe Congress intended 
it to have? 

. IT ask unanimous consent to have included at this point in the Record, as a 
part of my remarks or as an appendix to them, certain statistical material and 
other statements which I should like to have included. 

There being no objection, the statistics and statements were ordered to be 
printed in the Record, as follows: 


APPENDIX I 
INCREASE IN BANK CREDIT AND THE Money Supprty SInce Korea 


Table 1, which follows, shows the unprecedented increase in bank credit to 
private borrowers and State and municipal governments in the period from 
Korea to the end of 1950. It also lists the totals of loans at all commercial 
banks at the end of January 1949, 1950, and 1951. 

Table 2 shows the equally unprecedented increase in the money supply for 
the same period. The second part of table 2 shows the absolute totals of the 
private money supply on four dates, from January 1949 to January 1951. 

Bank credit to these borrowers in the first 6 weeks of 1951 reflects a con- 
tinuation of strong inflationary pressures. Loans to business increased over 
this period by the largest amount ever recorded in the entire 14-year history 
of the weekly commercial, industrial, and agricultural loan series. Total loans 
increased by a smaller amount than business loans because of a decline in 
high year-end borrowing for purely financial purposes such as security loans. 

The privately held money supply declined in the first 6 weeks of 1951, as it 
ordinarily does in this period, from purely seasonal forces. Currency in the 
‘hands of the public was reduced as a result of the usual post-holiday inflow 
of currency to the banks. Tax payments, as usual, had the effect of transferring 
deposits from individuals, partnerships, and corporations to U.S. Government 
accounts at commercial banks and the Federal Reserve banks. Other factors 
which account for’ the reduction in the privately held money supply include 
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an outflow of gold and some purchases of U.S. Government’s by nonbank 
investors from the banking system. Ordinarily, a reduction in bank loans 
accounts, in part, for the seasonal reduction of the money supply in this period, 
but, as mentioned above, bank loans increased this year. 


TABLE 1 


A. Growth in bank credit to borrowers other than the Federal Government, 
last half of 1950 


[In billions of dollars] 


© mah: Gal: WNT OR nn eae repnrimaeonts +8.0 
Corporate and municipal securities at all commercial banks___---_----~-- +1.1 
Total increase in commercial bank credit excluding U.S. Govern- ——— 

Ns Oa al pecs a perma +9.1 


B. Total of loans at all commercial banks 


{In billions of dollars] 


NR: ai A, I iia pic te aie acigedenieonenainceniaianian 52.8 

I) An NR cage nin Am AEE 42.9 

NT <A: i aa laches ingen e pecs os ein 42.5 
TABLE 2 


A. Growth of the privately held money supply, last half of 1950 


{In billions of dollars] 
Total deposits adjusted and currency outside banks? |. 7 


rata icceie baiek etipcereirannian aa +7.2 
ION isc cen etna heanstevisninn wleanennacoereiagssblacietnied +8. 2 
SUE CRN, NN i ise cerns cnacpancidats womb nhenicnienes ran —0.7 
ay ns — an a ee —0.2 


1 Adjusted to exclude U.S. Government and interbank deposits and items in process of 
collection. 


2 Includes deposits in commercial and mutual savings banks and the Postal Savings 
System. 


B. Total private money supply (total deposits adjusted and currency) 
[In billions of dollars] 


BN A cm a 175. 7 
Ane AI RR ee eee 168. 5 
I Oe IR case ae we ek emo min eo tsa peel 169. 7 


End of January 1949 


APPENDIX II 
ADVANCES IN COMMODITY PRICES SINCE KOREA 


Commodity prices have shown marked widespread advances since last sum- 
mer to new record levels. Following an initial wave in buying last July, de 
mand showed some abatement during the autumn as Korean developments were 
temporarily favorable, and the rise in prices slowed down. Following Chinese 
intervention and declaration of a national emergency, buying and prices showed 
a renewed upturn until the general freeze was imposed on January 26. Since 
that time, average wholesale prices of farm products and foods, controlled only 
in part, have risen further by 3% percent. The general level of wholesale com- 
modity prices is now 17 percent higher than last June and 20 percent higher than 
a year ago, as shown in table 4. Average prices of consumer goods and serv- 
ices in mid-December were reported to be 5 percent higher than in June. It 
is likely that the Consumer Price Index will show a further rise of 2 percent in 
February to a level 9 percent higher than a year ago. As shown in table 3, 
wholesale prices of a number of major materials have risen by 50 percent or 
more. Farm products are 28 percent above a year ago after rising 5 percent 
in January. Wool prices rose 35 percent in January. Cotton prices are 50 per- 
cent above the Federal support level. 
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TABLE 3.—Advances in prices of major commodities 





| | 
Percentage increase to Feb. || | Percentage increase to Feb. 
16, 1951, from | 16, 1951, from— 
Commodity | Commodity 
| June 23, 1950 | Feb. 16, 1950 | June 23, 1950 | Feb. 16, 1950 
INDUSTRIAL INDUSTRIAL MATE- 
MATERIALS RIALS—continued 
Rubber - -. | 281 168 || Pig iron 14 | 14 
Tallow 279 184 || Copper 9 33 
Waste paper 203 | 235 
Tin se 140 146 FOODSTUFFS 
Silk__. : = 113 113 | | 
Burlap 107 81 || Corn | 43 
Apparel-type wool 97 23 || Steers 5; 25 | 25 
Alcchol 70 121 Cocoa IS 52 
Print cloth. _- : 51 43 Hogs. _. 18 34 
Hides ; 47 60 || Butter 6 11 
Cotton 32 39 Wheat _- 15 15 
Steel scrap 21 68 Coffee 14 | 14 
Zinc... ; ~ 16 73 || Sugar 2 | 7 


TABLE 4.—Advance in wholesale and retail prices 


Percentage increase to Feb. 
16, 1951, from— 
Series Baa ME CL ie 


| 
June 23, 1950 | Feb. 16, 1950 


aes nee feces pusiennientine 





WHOLESALE PRICES 
All commodities.__.........__- i iar eet a ae 17 20 
Farm products. 2x . a | 22 | 28 
Grains __...-- ee eee ee taba 5 a ee esas Sam 16 | 21 
Livestock sate a at eh ta pir So saad bcatentoas 21 | 34 
ae a a a ine eee 17 | 22 
SS EE ESE Se eer ae eee eee uh atta eee ceet 15 | 17 
Textile products__- Dubie decoptaich wens wiis Sisaiekcakealtaa comers aden ie ce 32 31 
Chemicals. a te ia Sse eres i a a Bi | 29 27 
Building materials._............-.-.----- ae Ee ee 12 | 18 
Metals and metal products_-__--...---- hide ad, sheet tani cns 10 12 
Fuels and lighting materials igh tliat eck Se at peennaleeel 3 5 

CONSUMER PRICES | 

RR a duadipnumnnneeien sveatiret wet astenanipnantia niva saincnibiananarersiaints a 5 7 
eee Se angeaie ee Se ee ssa tai esac —— 5 ll 
I a ee <aeeammnaee : 7 ; 6 6 
ee ea = eae eee ee ee BE eens cara A 2 





Note.—Compiled from BLS data. Changes in consumers’ prices are to mid-December. 


TABLE 5 
A. Changes in member bank reserves, reserve bank credit and principal related 
items, selected dates 


[In millions of dollars] 


| Aug. 16 to | Oct. 4 to Nov. 22 to | Jan. 3 to 

Oct.4 | Nov. 22 Jan. 3 Feb. 11 
|} | |x“ ae ei, 
Reserve bank credit, total_.__......------ Shi +1, 083 +190 | +1,717 | +1, 451 
U.S. Government securities. -_---- chased +i, 041 —79 +1, 275 | +1, 237 
Other Reserve bank credit ----- : +42 +269 +443 | +214 
Gold stock _ _- 5 elas ns aad isn | —472 —385 | —391 — 446 
Money in circulation _---- akee ang inmates +212 +262 | +235 | —526 
Treasury deposits with Federal Reserve banks-}| +131 —307 +-5 +318 

Nonmember and other Federal Reserve ac- | | | 

‘ counts ; . . aay —50 —114 | +10 | —36 
Member bank reserves: Total_--- e +328 | —4 | +1, 069 +1, 261 
é Sa én - witnbobe onhinds 
Required reserves--- pects +235 | +226 | +399 1 +4, 747 
Excess Reserves (estimated) +93 —240 +670 — 486 


| 1 ' 


1 Increase entirely due to increase in reserve requirements. 
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B. Member bank reserves, reserve bank credit, and principal related items 
[As of Feb. 14, 1951, in millions of dollars] 





mieren amie TOMI OR: Tat a ss ts a eek ee 18, 952 
RN a sh seh ite ete ic nit entation 18, 226 
IanO TIN a ae ee eS gr ee sate 726 

peers A TG GO a i i hee eet ed ine dele 23, 330 
Ms iis, MGR ONURENNOTAL: CUCU i a cscs cs emmwcncsn dn cneen coasts cee, 21, 808 
ss TEI Pn a ss ss Se i Gs ct ee ce eee 298 
APE ONGNTO DAT CHONNG. a ee a Oe i 1, 225 

I are kT Dek eee ad Se el ph ee Oe ee ee 22, 260 

eeneiny curponer Outntanegi 2 oo ss a oe oe ee 4, 637 

mene Sa enna fo So tas ee ee eee ee 27, 159 

mr POmEa CR tg a ns Ba ek ee ee. Su 1, 292 

Treasury deposits with Federal Reserve banks___-_-_____-_______--____ 864 

Foreign bank deposits with Federal Reserve_______-_________-________ 916 

Other depots with Pederal Reservess oo. Sees ek ku ee 310 

Gtner Pecera Momnwe Gecetiae ou 8 ee cee 734 

TABLE 6 


A. Changes in Federal Reserve holdings of Government securities, selected periods 


{In millions of dollars] 











Issue Aug. 16to | Oct.4to | Nov. 22 to Jan. 3 to 
Oct. 4 | Nov.22 | Jan. 3 Feb. 14 
US eh Se pe sk le ok tk Lidell oS Des RE iy sete Bets 
AR re ee eat ee —2,915 | —382 | +190 +534 
Certificates and notes Daudiene +4, 822 | —141 +728 +125 
eh ccitt has hts Asda liaise —866 | +444 | +335 +579 
ol Fe Te +1, 041 —79 +1, 275 +1, 237 
Net purchases of marketable securities for | 
Treasury account (estimated) __-....-..----- Subs badhadabocs cael. skates seeunotd- sete eee +125 
ied al | Soe 
LEGEND 


Aug. 16 to Oct. 4: Treasury refunding at 1% percent for 13 months. 
Oct. 4 to Nov. 22: Rising short-term rates. 

Nov. 22 to Jan. 3: Treasury refunding at 154 percent for 5 years. 
Jan. 3 to Feb. 14: Increase in reserve requirements. 


B. Federal Reserve holdings in Government securities 
[Close of business Feb. 14, in millions of dollars] 


NE I i te ee od ae et eS ee car ccleeabib bite Sask mai 21, 808 
MOORNOEE DRG ns is oh ene en ecient) a Latblen does ees eles 1, 700 
RUT ON BUG Ts 5 te Ln ds eek cen onan ale 15, 905 
TRANG ORES, DOT ah Sites nee et. dd Sngnnth dinmnsenennend 5, 202 
Me es EO I i a eel ec eneamedawnneee 1, 562 
Restricted (long-term 21% percent pegged) __-._--_--_--_--------------- 3, 640 


APPENDIX III 


CHANGES IN PrRopuUCTION COMPARED WITH BANK CREDIT EXPANSION SINCE 
OUTBREAK OF KOREAN CONFLICT 


The effects of bank credit expansion in present circumstances: It seems reason- 
able to believe that, even without any expansion of bank credit, the outbreak 
of hostilities in Korea and subsequent developments would have created de- 
mands for goods and services which would have strained this country’s produc- 
tive capacity and pressed hard against the prevailing price level. Most busi- 
ness firms and consumers were in a position to increase their purchases of goods 
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and services without increasing their indebtedness. Nevertheless, fears of 
shortages of goods and price rises have encouraged many businesses and con- 
sumers to borrow additional funds in order to obtain a larger share of the total 
output of goods and materials than their existing financial resources would 
permit. Banks have been able to accommodate these swollen demands for 
credit by disposing of part of their large holdings of Government securities, 
which bear a much lower rate of interest than do business loans. This switch 
from Government securities to loans was made possible by the Government’s 
rigid policy of having the Federal Reserve support the price of Government 
securities above par. 

The recent increases in bank credit have operated to expand the private money 
Supply (the amount of deposits and currency held by individuals and busi- 
nesses), which was $7,200 million higher at the end of December than at the 
end of June. This increase was much larger than the usual seasonal expan- 
sion in the money supply. Businesses and individuals also hold large amounts 
of Government securities which they can convert into cash at will. Thus, the 
total volume of liquid assets which can be drawn upon at any time to finance 
purchases of goods and services is very large, not only absolutely but, even 
more important, relative to the level of output. 

The growth in the sfze of liquid asset holdings (including Government se- 
curities as well as currency and deposits) has been accompanied by an increase 
in their use. The turnover of demand deposits has become greater. Turnover 
is still low as compared with some periods in the past, however, and could easily 
become the basis for a substantial further increase in spending without addi- 
tional deposit creation. 

In these circumstances the additional demands for goods made possible by 
the ready availability of bank credit have been superimposed upon already great 
demands arising out of large and growing incomes and previously accumulated 
liquid asset holdings. These additional, bank-financed demands have not been nec- 
essary to evoke greater output. Their principal effect has been to contribute to 
the chain of price increases which has been set in motion and which is proving 
difficult to check, notwithstanding the fiscal and monetary actions that have al- 
ready been taken. 

The statistical evidence: It is estimated that the gross national product in 
physical terms increased by 5 or 6 percent from the second quarter of 1950 to 
the last quarter of the year. If the index of industrial production is used as a 
measure, there was a small decline in production immediately following the 
Korean crisis. Recovery was very rapid, however. By October output was 10 
percent higher than in June. Production then sagged in November and has re- 
mained relatively unchanged since then. The expansion of production was accom- 
panied at first by an almost equivalent proportionate rise in prices, but prices 
continued to rise, whereas production did not. The higher prices may be attrib- 
uted in no small part to the tremendous increase in total bank loans, which 
were over 17 percent, or $8 billion, greater at the end of December than at the 
end of June. This additional bank credit intensified the competition for re- 
sources, for which demand at existing prices had already exceeded supply. 

A sample survey by the Federal Reserve System of the nature of the in- 
creases in business loans from the end of June 1950 to the beginning of Novem- 
ber of banks in leading cities strengthens the belief that the recent sharp ex- 
pansion in bank credit has not, for the most part, facilitated greater produc- 
tion, but has merely contributed to the rise in prices. The purpose of the Board’s 
survey was to obtain information on the types of businesses responsible for 
the recent increase in business loans of banks and the purposes for which such 
businesses borrowed. Replies were received from member banks accounting for 
about half of the recent increase in business loans of all commercial banks. 

The most striking finding of the survey was that increased loans to commod- 
ity dealers and processors of agricultural commodities accounted for approxi- 
mately three-fifths of the total reported expansion of business loans. Loans to 
eotton dealers predominated. The stated purposes of these loans were almost 
exclusively for inventories and other working capital. Inasmuch as the available 
supply of these agricultural commodities was fixed, it may be concluded that 
bank loans to commodity dealers and processors of agricultural commodities did 
not contribute to the rise in industrial or agricultural production. What they 
did so was to provide the funds which led to increased bidding for a fixed supply 
of goods, and to encourage the accumulation of stocks in anticipation of rising 
prices. These actions were important contributing factors to the recent sharp 
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advance in commodity prices. Another notable finding of the survey was that 
increases in loans for defense contracts and to durable goods industries were 
negligible, notwithstanding the importance of these industries in a defense 
economy. 

In short, there is very little evidence to support the view that the recent in- 
creases in bank credit have been responsible or necessary for the increase in 
industrial production that has occurred since June. What they have done is to 
facilitate inventory accumulations and to drive up prices. 
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Table 8—U.S. Government marketable public securities outstanding 
Dec. 31, 1950 


[On basis of daily statements of U.S. Treasury. In millions of dollars] 





Issue and coupon rate: Issue and coupon rate—Con. 

Treasury bills’: Amount Treasury bonds—Con. Amount 
peteay ae’? cane et Os 1, 003 Mar. 15, 1952-54, 2%5_.-_._ 1,024 
gam: 22 te pits SaRe 1, 002 June 15, 1952-54, 2__._.___ 5, 825 
Jan 8G. “door 20 oe” 1, 000 June 15, 1952-55, 244__._-__ 1,501 
gan. 20. Ses. Cee ew 1, 001 Dec. 15, 1952-54, 2_______ 8, 662 
4 ae Op |S CE as 1, 100 June 15, 1953-55,? 2______ 725 
Feb. 6; 1801... Nees 1, 102 June 15, 1954-60,? 2144____ 681 
pia a Se 1, 101 Mar. 15, 1955-60,2 2%... 2,611 
ie) ae c 1, 105 Mar. 15, 1956-58, 2%_---- 1, 449 
ie es lll ay, 1, 102 Sept. 15, 1956-59,? 2%4____ 982 
Mar mene 1, 103 Sept. 15, 1956-59, 2144____ 3,823 
Mar. to, 4000... 1, 001 June 15, 1958-63,? 25%4____ 919 
mars. S08 1, 001 June 15, 1959-62, 244___. 5,284 
Mae: Ce. fond 1, 005 Dec. 15, 1959-62,? 21%4_____ 3, 470 

Certificate of indebtedness: Dee. 15, 1960-65,? 2% ____ 1, 485 
gan. 2) Ieee 26... 5, 373 June 15, 1962-67,° 24%4._.. 2,118 

Treasury notes: Dec. 15, 1963-68,* 2%4__._.__ 2,831 
suty 1, 3001-p, 234... 2, 741 June 15, 1964-69, 24%__.__ 3, 761 
July 1, 1951-C, 1144_____ 886 Dec. 15, 1964—-69,* 21%4_____ 3, 838 
July 1, 1951-D, 14 -----_ 4,818 Mar. 15, 1965-70,° 214%4__-_ 5,197 
AUS. t. Reet 656 5, 851 Mar. 15, 1966-71,? 244____ 3, 481 
Oct i 290 24g 1,918 June 15, 1967-72,5 24%4--__ 7, 967 
et 35. Se 2sen 5, 941 Sept. 15, 1967-72, 214_-__- a GO 
NOV. 2 teen, 24... .. 5, 253 Dec. 15, 1967-72, 24%4___.__ 11, 689 
Mar. 15, 1954, 13¢_______- 4, 675 Postal-savings bonds, 24%_-_- .109 
mar. 20; 100), 294_...-..— 5, 365 Panama Canal loan, 3____-- 50 
Dec. 15, 1055, 1%... 2, 309 re 

Treasury bonds: Total direct issues____- 152, 450 
June 15, 1951-54,? 23%, ____ 1, 627 ———— 
Sept. 15, 1951-53, 2._____ 7, 986 Guaranteed securities: Fed- 

Sept. ‘15, 1951-55,? 3______ 755 eral Housing Administra- 
Dec. 15, 1951-53,? 21%4_____ 1,118 tion: various... 21 


Dec. 15, 1951-55, 2_.____- 510 


1 Sold on discount basis. 
2 Partially tax exempt, 
3 Restricted. 


Source: Federal Reserve Bulletin, January 1951. 
APPENDIX IV 


STATEMENT OF MILTON FRIEDMAN, LLoypD A. METZLER, FREDERICK B. HARBISON, 
Lioyp W. Mints, D. GALE JOHNSON, THEODORE W. SCHULTZ, AND H. G. Lewis, 
OF THE DEPARTMENT OF ECONOMICS, UNIVERSITY OF CHICAGO 


THE FAILURE OF THE PRESENT MONETARY POLICY 


Our purpose in preparing this statement is to show that the present monetary 
policy of the Federal Reserve is highly inflationary, that the monetary actions of 
the Federal Reserve since Korea have permitted the marked price rise which 
has already occurred, and that the Federal Reserve, presumably under the in- 
fluence of the Treasury, is pursuing an ill-conceived policy that will interfere 
with effective mobilization of our economic strength even though taxes are in- 
creased enough to keep the Federal budget in balance. 

Prices are rising at an alarming rate. This rise is widely attributed to the 
armament effort, to the efforts of business firms as they get ready for mili- 
tary contracts, and to speculative purchases by businessmen and consumers in 
anticipation of further price rises. This explanation neglects the critical role 
being played by a misconceived monetary policy in permitting these armament 
and private efforts to produce a price rise. As a result of the monetary, failure, 
the Government is now committed to drastic measures in its attempt to control 
prices and wages which do not strike at the root causes of inflation and which 
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impair the general efficiency of the economy and, also, affect adversely the arma- 
ment effort. 

Actually the production of armament is as yet a mere trickle. The recent 
price rises cannot, therefore, be attributed to expenditures on these. Neither 
can they be attributed to other expenditures by the Federal Government. During 
the second 6 months of 1950, the Federal Government took in substantially 
more than it paid out. The Federal budget was, therefore, if anything, a 
deflationary rather than an inflationary force during this period. True, as 
armament expenditures rise, this situation will change unless new taxes are 
levied to meet the increased expenditures. Such additional taxes should be 
levied. But the recent price rises cannot be attributed to failure by Congress 
to enact adequate taxes. On the contrary, the willingness of Congress to im- 
pose new taxes has been the brightest spot in our economic policy during the 
last 6 months. 

The expectation has been that there would be substantial armament expendi- 
tures in the future, that a wide variety of goods would be unavailable, and that 
there would occur future rises in prices. The expectation has given a strong 
incentive to businesses and individuals to buy now. The repeated threats by 
Government of wage and price ceilings have further promoted price rises by 
serving notice on any groups that can exercise control over prices or wages to 
increase them before it is too late. But neither force could have produced a 
price rise together with full employment and a high level of output unless 
businesses and individuals had been able to get funds with which to finance ad- 
ditional purchases. Anticipations of future price rises could have been pre- 
vented from producing a price rise by a vigorous monetary policy designed to 
make credit tight, to prevent an increase in the quantity of money, or if neces- 
sary, to decrease the quantity of money in order to offset a rise in the rate of 
use of money. 

Instead of following such a policy, our monetary authorities have done nearly 
the reverse. They have provided additional reserves to the banking system, 
thereby making it possible for banks to expand both their loans and their de- 
posits at an extraordinary rapid rate. The loans have provided the financial 
means for speculative purchases; the deposits have provided the circulating 
medium for the larger money volume of transactions. 

The consequences are written clearly and dramatically in the statistical rec- 
ord since Korea. From May 31 to the end of 1950 bank loans rose by nearly 
$10 billion or nearly 20 percent. Adjusted demand deposits, the most active 
component of the money supply, rose by over $7 billion, or over 8 percent. Cur- 
rency outside banks rose only slightly, by about $500 million, so that the total 
circulating medium rose by 7 percent. This increase in the money supply was 
made possible primarily by Federal Reserve purchases of Government securities. 
Federal Reserve holdings of Government securities rose by also $3,500 million, 
or 20 percent. Almost half of this increase was offset by a gold outflow, but 
nearly 2 billion was added to member bank reserve balances by the security 
purchases and other Federal Reserve operations. The resultant 12-percent 
increase in reserves was more than. enough to support the 8-percent increase in 
demand deposits, so that excess reserves were actually more than twice as large 
at the end of 1950 as they had been 7 months earlier. 

With a rise of over 8 percent in demand deposits, it is little wonder that per- 
sonal income rose about 10 percent, wholesale prices about 11 percent, cost of 
living by nearly 6 percent. It is no accident that these figures are so nearly of 
the same magnitude. This is about as clear a case of purely monetary inflation 
as one can find. 

These are admittedly highly technical matters, which is one of the main 
reasons why, as professional economists, we feel it incumbent on. us to call them 
to the attention of the public. They clearly are technical matters of the gravest 
importance. The price rise of the last 6 months could almost certainly have been 
largely or wholly avoided by effective monetary action. Indeed, prices would 
probably today be little above their level in May if the Federal Reserve System 
had kept its holdings of Government securities unchanged instead of adding to 
them by $3,500 million. 

The Federal Reserve System has had ample legal power to prevent the re- 
cent inflation. Its Board of Governors are an able and public-spirited body of 
men. Their failure to stop the inflation can be charged neither to impotence 


nor to ignorance nor to malice. Why, then, have they failed to use the means 
at their disposal? 
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The failure to tighten bank reserves since Korea is a consistent part of the 
financial history of the last decade. One cost of effective use of monetary meas- 
ures to stem inflation is a rise in the interest rate on the Government debt. The 
major weapon available to the Federal Reserve System is control over its hold- 
ings of Government securities. Sales of securities produce a flow of money 
into the Federal Reserve System and out of currency in circulation and out of 
bank reserves. This action reduces the availability of credit to the public. This 
weapon has not been used effectively throughout the last 10 years because 
the Treasury and the Federal Reserve System between them have been unwilling 
to let one particular price, the interest yield on Government bonds, rise more 
than fractionally. They have preferred to hold this one price down even at 
the cost of facilitating a rise in all other prices. It is long past time that this 
shortsighted policy was abandoned. 

These remarks are clearly of more than historical interest. The problems 
we have been facing during the last 6 months are unfortunately likely to plague 
us for a long time. A sound economic policy for this period should rest on two 
pillars: monetary policy and fiscal policy. It should use monetary policy to 
prevent the civilian sphere from adding fuel to inflation; it should use fiscal 
policies to offset the inflationary pressure of Government spending. The need 
for fiscal policy, specifically, heavier taxation to match heavier expenditures, is 
fortunately by now widely recognized. The need for, or even the possibility of, 
using monetary policy is hardly recognized at all. Nor can we accept the dictum 
of the Council of Economic Advisers that “because of the needs of debt manage- 
ment, * * * general credit policy cannot be expected to be a major anti-infla- 
tionary instrument during the coming period of intensive mobilization.” The 
prices at which the citizens of this country can buy goods and services are much 
more important that the price at which the Government can borrow money. 

The so-called needs of debt management have been magnified cut of all propor- 
tion to their actual importance in economic policy. A determined policy to stop 
inflation will have numerous consequences, one of the least important of which 
would be a rise in the interest rate on Government debt, a rise that would prob- 
ably be moderate. But even from the narrow point of view of debt management, 
the policy being followed by the Treasury is, to say the least short-sighted. The 
nearly $35 billion of series E bonds outstanding can be redeemed at the will of 
their holders. Further price rises that continue to reduce the real value of 
these bonds are almost certain to produce sooner or later a flood of redemptions 
of outstanding bonds, to say nothing about the effect of further price rises 
on the willingness of the public to purchase additional savings bonds. This out- 
come would raise far greater difficulties for debt management than a rise in 
interest rates. 

Monetary measures to keep down the supply of money have the great ad- 
vantage that they operate impersonally and generally, affecting all alike. They 
do not interfere with the details of day-to-day operation, require no great ad- 
ministrative staff to enforce them, do not interfere with, but rather add to, the 
incentives to produce efficiently and economically. By preventing an expansion 
of credit, they assure that credit obtained to finance armament production is at 
the expense of credit for other purposes instead of in addition to such credit. In 
this way, they make the financial operations consistent with the physical opera- 
tions. The physical resources for armament production must largely be ob- 
tained by diversion from other uses; they can more easily be so obtained if the 
financial resources are diverted as well. 

Monetary policy cannot serve two masters at once. It cannot at one and 
the same time buttress a strong fiscal policy in preventing inflation and be domi- 
nated by the present misconceived cheap money policy of the Treasury. The ne- 
cessity of making a clean-cut choice between these two objectives has been 
obscured by brave talk and rearguard actions by the Federal Reserve—the raising 
of reserve requirements, moral suasion of the banking fraternity, selective con- 
trols on installments and stock market credit, and the like. These are all doomed 
to failure so long as the Federal Reserve System stands ready to buy unlimited 
amounts of Government bonds at essentially fixed prices. 

Our national security demands a major armament effort. This armament 
effort is bound to create inflationary pressure. We cannot afford to add to this 
inflationary pressure by an inflationary monetary policy. The Federal Reserve 
System should at once announce that it will conduct its operations with an eye 
single to their effects on the supply of money and credit and on the level of prices. 
It should at once begin to sell Government securities to whatever amount is 
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necessary to bring about a contraction in the currently swollen credit base. And 
it should persevere in this policy to the point that the inflation is checked even 
though one of its incidental effects is a rise in the interest rate on Government 
securities. 

STATISTICS AND SOURCES 





1. Federal Government cash budget Billions 

1950, 2d half: of dollars 
I a ig stints Se nimi ams tesanignlt 21.9 
I pda anes tai Gages peinieirpinesiinD 19.95 
I ii a 1.95 


Source: % the annual rates given in table 9, Annual Economic Review by the Council 
of Economic Advisers in the Economic Report of the President, January 1951, p. 160 
(hereafter referred to as Annual Economic Review). 


2. Money and credit data, banks other than Federal Reserve banks 


{In billions of dollars] 


End of 
May December 
1950 1950. 
Demand deposits adjusted é 85.0 92. 1 
Currency outside banks 24.7 25. 2 
Total circulating medium : 109. 7 117.3 
Time deposits ‘ 59. 5 | 58.9 
Total privately held money supply 169, 2 176. 2 
Loans (all banks)-_-. ; . §1.2 60.8 


Source: Annual Economic Review, table A-28, p. 198, for all items except loans. May loans,. Federal 
Reserve Bulletin, December 1950, p. 1641; December loans, increase to Nov. 29, from Federal Reserve Bulle- 
tin, January 1951, p. 55; increase from Nov. 29 to Dec. 31 estimated on basis of increase for commercial banks 
shown in Annual Economic Review, p. 197. 


3. Operations of Federal Reserve System 


{In millions of dollars] 


May 31, 1950} Dec. 31, 1950 






U.S. Government securities 17, 389 20, 778 
22, 216 
Gold stock 24, 231 22, 706 


Member bank reserve balances: 
Total__---- ; : ; os 15, 814 17, 681 
Excess reserves : crib asin one 526 1, 174 


Total credit outstanding----- icin aieea Sows nee | 17, 935 22 
| 
| 


Source: Federal Reserve Bulletin, January 1951, pp. 43-44. 
APPENDIX V 
AN ECONOMIST'S STATEMENT ON ANTI-INFLATIONARY MEASURES 


The undersigned economists believe that prevention of inflation in the situa- 
tion created by the expanding defense program requires, as the principal line of 
defense, a substantial increase in taxation, reductions in expenditures at all 
governmental levels wherever this can be done without impairing national de- 
fense or other essential public services, and a more restrictive credit policy. 
The basic cause of inflation, an excess of money demand relative to available 
goods, must be attacked. Only adequate fiscal and monetary measures can re- 
move this basic cause. 

With the economy already operating at very high levels, further increases in 
spending cannot fail to enhance inflationary pressures. Under the inflence of the 
expected increase in defense spending following the Korean outbreak, business 
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and consumer spending has already risen markedly, and price and wage increases 
are augmenting business and consumer incomes. Yet most of the pianned rise 
of defense spending is still to come, and this further rise will generate additional 
increases in private money incomes. Large expenditures on military programs 
and foreign aid, with their inflationary impact, may be needed for a decade or 
more. Faced with this long-run inflationary prospect, we recommend that the 
increase in total spending be continuously curbed in three principal ways, and 
that these constitute the first line of defense against inflation: 

1. Serutinize carefully all Government expenditures and postpone or eliminate 
those that are not urgent and essential. Substantial reductions can be achieved 
only if some programs are cut. 

2. Raise tax revenues even faster than defense spending grows so as to achieve 
and maintain a cash surplus. Merely to balance the budget is not enough. If 
the inflationary pressure is to be removed, taxes must take out of private money 
incomes not only as much as Government spending contributes to them but also 
a part of the increase of private incomes resulting from the increased private 
spending of idle balances and newly borrowed money. Larger taxes must be 
paid by all of us. Reliance should be placed primarily on increases of personal 
income taxes on all income in excess of present exemptions. Higher corporate 
profits taxes, in one form or another, are also imperative. In addition, loop- 
holes in our tax laws should be closed. 

3. Restrict the amount of credit available to businesses and individuals for 
purposes not essential to the defense program. An expanding supply of low-cost 
credit which swells private spending cannot fail to stimulate inflation when the 
supply of goods available for private use will be difficult to expand and may 
even decline. 

Selective controls over consumer credit, real-estate credit, and loans on secu- 
rities are useful for this purpose and should be employed. But we believe that 
general restriction of the total supply of credit is also necessary. This can be 
accomplished only by measures that will involve some rise of interest rates. 

If general inflationary pressure is not removed by fiscal and credit measures, we 
face two alternatives: (1) continued price inflation, or (2) a harness of direct 
controls over the entire economy which, even if successful in holding down prices 
and wages for a while, would build up a huge inflationary potential in the form 
of idle cash balances, Government bonds, and other additions to liquidity. Such 
accumulated savings would undermine the effectiveness of direct controls and 
produce open inflation when the direct controls are lifted. Everyone remembers 
vividly the sharp inflation of 1946-48 when the wartime accumulation of liquid 
assets went to work on prices after the removal of direct price and wage con- 
trols. Either of these alternatives is extremely dangerous. A prolonged decline 
in the purchasing power of the dollar would undermine the very foundations of 
our society, and an ever-spreading system of direct controls could jeopardize our 
system of free enterprise and free collective bargaining. For these reasons we 
urge that fiscal and credit policies constitute our primary defense against in- 
flation. 

The best possible fiscal and credit policies, however, will not eliminate alto- 
vether the need for other types of restraints. The first impacts of a defense 
program are felt especially in particular commodities. Effective allocation pro- 
grams and orders limiting the consumption of short materials to essential uses, 
and an expansion of supplies can help stabilization of prices and wages in such 
specific lines; but they cannot of themselves insure price and wage stability. 
Moreover, it is obvious that stability of the general level of prices in the economy 
would be impossible in the face of general wage increases that substantially raise 
costs and private spendable incomes. For the above reasons, voluntary restraints 
by business and labor are an important ingredient of a successful anti-inflation 
program, and if business and labor cannot or will not exercise such restraint 
some mandatory Government ceilings may be necessary. 

In sum, fiscal and credit measures are the only adequate primary defense 
against inflation, and can minimize the extent of direct Government controls 
over wages, prices, production, and distribution. If adequate fiscal and credit 
measures are not employed, the country will face the ominous choice between 
continuous inflation and a prolonged application of widespread Government 
price and wage controls. 


NOVEMBER 30, 1950. 
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APPENDIX VI 


STATEMENT ON MONETARY AND CREDIT PoLicy TAKEN FROM REPORT AND RECOM- 
MENDATIONS OF THE COMMITTEE ON ECONOMIC STABILIZATION OF THE TWEN- 
TIETH CENTURY FUND 


(John Maurice Clark, chairman, professor of economics, Columbia University ; 
Theodore W. Schultz, chairman, Department of Economics, University of Chi- 


eago; Arthur Smithies, chairman, Department of Economics, Harvard Uni- 
versity; Donald H. Wallace, director of graduate program, Woodrow Wilson 
Schoo] of Public and International Affairs, Princeton University.) 


MONETARY AND CREDIT POLICY 


Federal Reserve measures in recent months to tighten credit for the purchase 
of durable goods, houses, and securities, have reduced particular inflationary 
pressures where buyers of certain assets outspend their incomes. Further 
tightening of some of these controls as production of new cars and houses shrinks 
can further check the growth of excess demand in these fields. Combined with 
excises, it may enable us to avoid some difficult rationing problems, unless 
shortages become so severe as to create acute inequities. 

To permit effective limitation of credit, the Federal Reserve System must 
be enabled to tighten bank reserves. Actually, since Korea (end of May to end 
of December 1960), the net effect of monetary actions was to add $1,700,000,000 
(11 percent) to commercial bank reserve balances. (A rise of $3,400,000,000 
in Federal Reserve holdings of Government securities was partly offset by gold 
losses.) This reserve expansion supported a rise of roughly $7,000,000,000 in 
bank earning assets and the public’s cash assets. A restrictive Federal Reserve 
policy since Korea, given the Treasury’s cash surplus during these months, 
could have blocked this monetary expansion and prevented much of the inflation. 

The failure to tighten bank reserves since Korea is a consistent part of the 
financial history of the last decade. The cost of effective use of monetary meas- 
ures is a rise in the interest rate on the Government debt. The major weapon 
available to the Federal Reserve is the sale of Government bonds. Payment 
for the bonds produces a flow of money into the Federal Reserve System and 
out of currency in circulation and bank reserves, thus reducing the availability 
of credit to the public. Throughout the past 10 years, the Treasury and the 
Federal Reserve between them have been unwilling to let the interest yield on 
Government bonds rise. They have preferred to hold this one price down even at 
the cost of facilitating a rise in all other prices. This policy deprives the Fed- 
eral Reserve of the major weapon just referred to. It commits the Federal 
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Reserve to buying bonds with one hand, for the sake of maintaining the market 
price, as fast as it sells bonds with the other hand for the purpose of tightening 
bank reserves. Thus, in the end, bank reserves remain uncontrolled. It is long 
past time that this shortsighted policy be abandoned. 

To revive the effective open market power would doubtless involve some in- 
crease in Treasury interest payments. But the resulting increase in the anti- 
inflationary effectiveness of monetary policy would be an ample return. Even 
in the narrowest financial calculation, reduction of subsides and of inflation- 
caused increases in procurement outlays and pay of Government employees 
would be likely to outweigh interest costs. Similarly, any reduction in the nomi- 
nal price of Government securities would be far outweighed (from the stand- 
point of Government creditors) by strengthening safeguards on the purchasing 
power of the dollars in which those securities will be repaid. 


APPENDIX VII 


STATEMENT OF THE RESEARCH AND POLICY COMMITTEE, COMMITTEE FOR ECONOMIC 
DEVELOPMENT 


CONDITIONS NECESSARY FOR EFFECTIVE PRICE-WAGE CONTROLS 


For the past 7 months the American economy has been under strong infla- 
tionary pressure. The psychological factors have been very powerful; individ- 
uals and businesses have stepped up their buying in an effort to protect them- 
Selves against expected higher prices and shortages. Advance buying and the 
growing requirements of the defense program, added to the normal needs of our 
economy, have increased the demand for goods and services beyond the supply 
immediately available. Prices have been pulled up by the excess of demand and 
pushed up by rising costs, including wage costs, and by the anticipation of 
price and wage controls. The resulting spiral of increasing prices and wage 
rates seriously threatens the stability of the economy. 

In order to check the price-wage spiral, our Government has adopted a set 
of direct controls designed to stabilize prices and wages. This decision having 
been taken, it is now imperative that we do everything within our power to 
make these price and wage controls work as effectively as possible. Price and 
wage controls will not by themselves stem the tide of inflation. They deal with 
symptoms rather than with underlying causes. They can be helpful provided 
other steps are taken to reduce the real causes of inflation. They will be harm- 

ful if we are lulled into a false sense of security and fail to take the other 
steps that are necessary. 

So long as’ the total demand for goods and services is greater than the supply 
the evil effects of inflation will operate throughout the economy. If not ex- 
pressed immediately in terms of higher prices and higher wages, they will be 
expressed in other forms no less damaging. There will be black markets. The 
quality of goods will deteriorate. The pattern of production and distribution 
will be distorted ; the economy will be less adapted to producing what consumers 
want. The force of competition for greater efficiency will be weakened ; incen- 
tives will be reduced. 

The point we wish to make is a simple one. The stability and productivity 
of the economy is dependent on our ability to bring total demand into a rea- 
sonable relationship to the total supply. 

The problem is twofold. We must increase production in every way possible 
and we must find ways to restrain demand. There are substantial possibilities 
for increasing production. We should bring women and older men into the 
working force. The workweek can be lengthened, productive capacity can be 
expanded, production techniques can be improved. We can increase our im- 
ports from other countries. 

It is obvious that the solution which would be most palatable would be a sub- 
stantial increase in production, but an increase in production is not enough. 
Strong measures will be necessary to hold down demand. The program will 
affect the activities of government, business, and of private individuals. 

1. Drastic steps should be taken to reduce all Government expenditures not 
‘clearly essential to the defense effort. The Federal budget for 1951-52 con- 
tains large sums for which the immediate need has not been demonstrated. 
We are confident that substantial sums can be eliminated from the proposed 
budget if every expenditure is required to pass the test of necessity in the 
present emergency. The defense program, as well as other parts of the budget, 
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should be rigorously screened to hold down the waste of materials, manpower, 
and money that so often develops in a large rearmament drive. 

The expenditures of State and local governments are about as large as the 
nonmilitary expenditures of the Federal Government. Maximum economy is 
now a matter of national concern and necessity. Many State and local expen- 
ditures can and should be postponed. 

2. Taxes should be raised sharply and promptly, to restrain consumers’ ex- 
penditures as well as to increase revenues. The goal should be a substantial 
cash surplus in the early part of calendar 1951 and at least a balanced cash 
budget in the latter part.’ The inflationary pressure of 1950 arose in spite of a 
Federal cash budget surplus. If we now move into deficits we shall add a new 
powerful inflationary force to the forces that have been at work since last sum- 
mer. With the military programs now in sight there can be no excuse for a 
deficit in calendar 1951. 

Inasmuch as the spending of individuals is one of the powerful elements in 
the inflationary movement, a tax program designed to combat inflation must 
have the effect of restraining consumer expenditures by reducing spendable in- 
come wherever it is. For this reason the tax on individual incomes must be 
raised for lower and middle-income groups as well as for the upper level and 
higher-income groups. In addition, higher and more extensive excise taxes 
should be imposed. 

3. The expansion of bank credit should be checked. The $9 billion increase 
in bank credit to private and local government borrowers in the second half of 
1950 was certainly a major factor in the inflation of that period. There can be 
no reasonable basis for confidence in the control of inflationary pressure if the 
expansion of bank credit and the resulting increase in the amount of money 
is not brought under control. 

The Federal Reserve System, using its powers over the availability and supply 
of the banking system’s reserves, can control the expansion of bank credit. It 
is of the utmost importance that this power to check credit expansion be used 
to reduce inflationary pressure. This will require a modification of the present 
policy of using the Government’s monetary powers to maintain a stable market 
for Federal Government securities at low interest rates. The contribution that 
an anti-inflationary monetary policy can make to preserving the stability of our 
whole economy and the holding down of the cost of the defense program is more 
important than the preservation of an existing pattern of interest rates in the 
security markets. The costs of an anti-inflationary monetary policy in the form 
of higher interest burden on the Federal debt are commonly exaggerated and 
in any case would be small by comparison with the cost of greater inflation. 

The management of the Federal debt should be adapted to conditions consist- 
ent with an anti-inflationary monetary policy. Federal securities whether is- 
sued for refunding or for new money should be offered at rates, maturities, and 
other terms that will make them attractive as a permanent investment to willing 
savers, 

In view of the present differences of opinion about monetary policy and debt 
management and the need for greater public understanding of the issues in- 
volved, Congress should without delay establish a National Monetary Commis- 
sion to make recommendations on the policies to be followed in the control of 
money and credit during the defense emergency. 

4. A national program to encourage savings should be inaugurated. Anti- 
inflationary policy requires an effort to keep the community as a whole from 
trying to buy more goods and services than are available. In this effort the 
Government has certain clear responsibilities—to economize in its own expendi- 
tures, to raise taxes, to tighten credit. But the action of private individuals 
can be decisive in the success or failure of this effort. As members of a free 
society engaged in a struggle for survival each of us has a responsibiilty to 
assist—by saving. 

A national program of education is needed to bring home to our people their 
individual responsibility to save. As part of such a program we should enlist 
the cooperation of the leadership that exists in our communities. The Govern- 
ment should cooperate by instituting an aggressive campaign for the sale of 





1Footnote by Fred Lazarus, Jr.: “I disagree with the proposal that a substantial 
surplus be raised in the early part of 1951 and that the budget be balanced in the later 
part. The tax program for calendar 1951 should raise an amount sufficient to meet 
governmental cash expenditures for calendar 1951. The pay-as-you-go principle does not 
eall for achieving a large surplus by dangerously high tax rates.” 
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savings bonds. The program should be more than a drive for savings bonds 
all forms of savings should be encouraged. 

In the final analysis the burden of defense falls upon the great mass of in- 
dividuals. Some groups may seek to achieve a more favorable position than 
others, but in the main the burden must fall on all the people. In a country 
which enjoys the highest standard of living in the world, the burden of the 
projected defense program can be borne without serious hardship. But by our 
efforts to escape from the common responsibility we add to the force of infla- 
tion and aggravate its burdens. 

Our educational, religious, social, and economic institutions can do much to 
bring to the American people a greater sense of individual responsibility for 
preventing inflation. From Government we need more than price and wage con- 
trols. We need a clear and consistent national policy. We need a policy that 
will convince our people that our Government is facing the realities of the situ 
ation—that all of the available means will be used to deal with the basic 
forces of inflation, so that direct price and wage controls will have a reasonable 
chance of success. We can then proceed first to live with controls and later. 
as production rises and demand is stabilized, to live without them. 


MEMBERS OF CED’S RESEARCH AND POLICY COMMITTEE 


Meyer Kestnbaum, chairman, president, Hart Schaffner & Marx; Beardsley 
Ruml, vice chairman; John D. Biggers, president, Libbey-Owens-Ford Glass 
Co.; James F. Brownlee, partner, J. H. Whitney & Co.; S. Bayard Colgate, 
chairman of the board, Colgate-Palmolive-Peet Co.; S. Sloan Colt, president, 
Bankers Trust Co.; Gardner Cowles, president and publisher, Des Moines Reg- 
ister and Tribune; Jay E. Crane, director, Standard Oil Co. of New Jersey: 
Harlow H. Curtice, executive vice president, General Motors Corp.: Chester C. 
Davis, associate director, Ford Foundation: Dudley W. Figgis, chairman of 
the board, American Can Co.; Marion B. Folsom, treasurer, Eastman Kodak 
Co.; Clarence Francis, chairman of the board, General Foods Corp.; Philip L. 
Graham, president and publisher, the Washington Post; John M. Hancock, part- 
ner, Lehman Bros.; George L. Harrison, chairman of the board, New York 
Life Insurance Co.: Robert Heller, president, Robert Heller & Associates, Inc. ; 
Jay C. Hormel, chairman of the board, Geo. A. Hormel & Co.; Amory Houghton, 
chairman of the board, Corning Glass Works; Eric Johnston, Administrator, 
Economic Stabilization Agency: Thomas Roy Jones, president, Daystrom, Ine. ; 
Ernest Kanzler, chairman of the board, Universa! C. I. T. Credit Corp.; Fred 
Lazarus, Jr., president, Federated Department Stores, Inc.; Roy E. Larsen, 
president, Time, Inc.; Fowler McCormick, chairman of the board, International 
Harvester Co.; W. A. Patterson, president, United Air Lines; Philip D. Reed, 
chairman of the board, General Electric Co.; Nelson Rockefeller; Harry Scher- 
man, chairman of the board, Book-of-the-Month Club, Inc.; S. Abbot Smith, 
president, Thomas Strihan Co.; H. Christian Sonne, president, Amsinck, Sonne 
& Co.; Wayne C. Taylor; J. Cameron Thomson, president, Northwest Bancor- 
poration; W. Walter Williams, president, Continental, Inc. ; Theodore O. Yntema, 
vice president, finance, Ford Motor Co.; J. D. Zellerbach, president, Crown Zeller- 
bach Corp. 

APPENDIX VIII 


EDITORIAL COM MENT 
A. EDITORIAL FROM THE NEW YORK TIMES, FEBRUARY 7, 1951 


Reserve versus Treasury 

The Federal Reserve System was conceived 37 years ago in the administration 
of Woodrow Wilson as an American adaptation of the traditional central bank. 
Above everything else the idea of independence was stressed by the framers 
of the Federal Reserve Act. The System must be able to act in the interest of 
economic stability, even though its policies at any given time might run counter 
to the prevailing interests of the banking community or the stock market, on 
the one side, or the Treasury, with its natural easy money bias, as the country’s 
No. 1 borrower, on the other. 

As time went on, Congress acted to strengthen further the original protections 
provided against the undue influence on Federal Reserve policy of such vested 
interests. During the thirties, Congress revised the law in such a way as 
to shift the balance of power to the Board in Washington. But Congress showed 
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that it was equally conscious of the danger that the Board might fall under the 
political domination of the administration in power, as represented by the 
Secretary of the Treasury. With this in mind, it amended the law and elimi- 
nated the provision in the original act which had made the Secretary of the 
Treasury as ex officio member of the Board. 

Stripped of technical details, the function of the Federal Reserve is to main- 
tain stability of the money supply, which is the basic force behind inflation and 
deflation. It seeks to do this by putting a brake on credit when supply is exces- 
sive and by releasing the brake (and even using the accelerator) when the 
problem is one of excessive credit contraction, or deflation. This means that it 
must be prepared to move freely in the direction of “tightening’’ money or “eas- 
ing’ money as the situation may demand. Prior to World War II the Reserve 
had been employing an easy-money policy for several years because of the de- 
pressed state of the national economy. When the Treasury found itself faced 
with the task of financing deficits in amounts of unprecedented magnitude, the 
Reserve deferred to the latter’s convenience and continued its easy-money policy 
at a cost in terms of price inflation during and after the war which, whether 
necessary or not, was incalculable. 

With the war and demobilization over, the Reserve has maintained that the 
time had come for the Treasury to stand on its own feet. It should, said the 
Board, sell securities bearing interest rates that were related to market condi- 
tions, rather than be dependent upon the Reserve to step in and take the surplus 
off the market. There are two reasons behind this position of the Reserve, 
reasons which are unassailable, in our opinion, if the Reserve is to maintain its 
usefulness to the economy, a usefulness which was never more obvious. One 
is that, released from its commitment to supoprt the Government market, re- 
gardless of whether interest rates on Government securities are realistic or not, 
it can resume its original, and much more important, responsibility of combating 
inflation (or deflation, as the case may be). The other is that to support the 
Government security market it must buy Government bonds, and for every 
million dollars it buys it creates a million dollars of commercial bank reserves, 
and for every million of such reserves the commercial banks can expand their 
credit by six millions. 

This is the central issue between the Reserve and the Treasury—the issue of 
whether the convenience of the Treasury or the general interest of the Nation is 
to be paramount in determining money policy. Closely tied to this issue is the 
question whether policy in this repect is to be determined by Presidential inter- 
vention, or whether it is to be determined by Congress, which created the Federal 
Reserve System and to which the System is alone directly answerable. 


B. EDITORIAL FROM THE ST. LOUIS POST-DISPATCH, FEBRUARY 13, 1951 


Stabilizing bank credit 


While everybody is choosing up sides in the Treasury-Federal Reserve con- 
troversy over credit policy, we hope the smoke of battle does not obscure the 
need for curtailment of bank credit somehow. 

Federal Reserve open-market operations in Government bonds are one way of 
controlling bank credit, but not the only way. The Treasury’s policy of cheap 
money and a pegged market in Government bonds interferes with this method 
of credit control. Instead of assuming that there will be no control unless Treas- 
ury policy is changed, Congress ought to be considering alternative methods. 

Prices and wages are being stabilized as of January 25. Why should not the 
Government undertake to stabilize bank credit in the same way? Why should 
not banks be required to put up special reserves for all loans granted beyond the 
level in force on a certain stabilization date? 

Bank credit is a major factor in the money supply, and it goes without saying 
that an inadequately controlled money supply must increase inflationary pres- 
sures. Credit might be curtailed by offering banks a higher interest rate on 
Government securities, thus inducing them to hold more of these instead of com- 
mercial loans, but it can also be curtailed by a direct increase in reserve require- 
ments. The objection to this has been that all banks would be hit alike, whether 
thev contributed to credit inflation or not. That objection might be overcome 
if the new requirements were related to a particular stabilization level and ap- 
plied only to loans above that level. 
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c. “BUSINESS TIDES,” NEWSWEEK MAGAZINE, FEBRUARY 19, 1951, BY HENRY HAZLITT 
Inflation plus usurpation 


On January 31, at a meeting that should never have been called, President 
Truman presumed to lecture the Open Market Committee of the Federal Reserve 
System on what its policies ought to be in the present crisis. The next day the 
White House press secretary announced: “The Federal Reserve Board has 
pledged its support to Presdient Truman to maintain the stability of Govern. 
ment securities as long as the emergency lasts.” Then Mr. Truman made public 
a “Dear Tom” letter to Chairman McCabe of the Federal Reserve Board in which 
he thanked him for “your assurance that the market on Government securities 
will be stabilized and maintained at present levels.” 

Goverror Eccles, of the Federal Reserve Board, was astonished by the Presi- 
dent’s version, denied flatly that the agency had given any such pledge, and 
made public the Board’s own memorandum covering what took place. The 
memorandum failed to support Mr. Truman’s version. 

We need not be diverted by any attempt to appraise the comparative accuracy 
of these conflicting versions. If we keep our eye on the legal and economic issues 
involved, it is clear that Mr. Truman is wrong on both. 

The President has no more legal right to tell the Federal Reserve Board what 
to decide than he has to tell the Supreme Court what to decide. To minimize 
Presidential influence, Congress deliberately made the Board an independent 
body, with 14-year terms for each of the seven members, overlapping so that no 
President should have the appointment of more than one member in any 2-year 
period. The late Senator Glass long ago quoted President Wilson as say- 
ing: “The very moment that I should attempt to establish close relations with 
the [Federal Reserve] Board, that moment I would be accused of trying to bring 
political pressure to bear.” The pressure that Mr. Truman is now bringing to 
bear on the Board is a clear usurpation of power. 

President Truman and Secretary Snyder are patriotic and sincere. They 
simply do not understand the economic consequences of what they are proposing. 
They wish to force the Federal Reserve banks to keep buying as many Govern- 
ment bonds as necéssary to hold them above par, and so keep down the long-term 
yield to the arbitrary maximum of 24 percent. Now when the Reserve banks 
buy such Government bonds, they pay for them simply by creating deposit credits 
or printing money in exchange. These in turn become the reserve bases for 
member banks to create still more money and banks deposits. This creation of 
more money and bank credit without more goods is not merely the cause of 
inflation; itis the inflation. Mr. Truman and Secretary Snyder might just as 
well tell the Federal Reserve Board point blank: “We demand more inflation.” 

None of the reasons that either Mr. Truman or Mr. Snyder gives for wanting 
Federal bonds pegged at par or over will stand examination. Mr. Truman re- 
called before the Open Market Committee “his wartime experience when he 
bought Liberty bonds out of his soldier’s pay. When he returned from France 
and had to sell his bonds to buy clothes and other civilian things, he got only 
$80 or a little more for his hundred-dollar bonds. * * * He did not want the 
people who hold our bonds now to have done to them what was done to him.” 

Now, none of the Liberty bonds ever fell quite as low as 80. Some issues did 
fall within a few points of that price, but only for a few months in 1920. And 
the decline affected only those people who were forced to sell in those months. 
The maximum loss even of these people was only about 18 percent. Today, on 
the other hand, mainly as a result of the very bond-pegging and low-interest 
policies on which Truman has insisted, a Government bond bought in 1942 has a 
purchasing power in terms of consumer prices of only 70 percent of what it had 
then. This is a real depreciation of 30 percent. Which policy—that of the First 
or the Second World War—was the worse for the bondholders? 


D. EDITORIAL FROM CHICAGO DAILY SUN-TIMES, FEBRUARY 16, 1951 
Hole in the -dike 


President Truman has been busy plugging up cracks in the Nation’s wall 
against the great tidal wave of inflation that is rolling up. But he has been 
curiously blind to the greatest hole of all—one that could bring the whole struc- 
ture tumbling down and wash out great portions of the value of savings, insur- 
ance policies, and our paper money. 
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If this happens, there may be no limit to the price of food and other items in 
the household budget. The cost of rearming America would boom like an atom 
bomb mushroom. In short, the Nation could face the disastrous inflation that 
wrecked other nations after World War I when money was measured by the 
wheelbarrow load. 

Mr. Truman understands that high prices are the result of too much money in 
circulation as compared with what’s available to spend it on. 

So he has been busy trying to mop up the extra money—or purchasing power 
—by higher taxes, stricter controls on housing, installment credit, and wage 
and price controls. 

But through the hole that he is overlooking a torrent of “check book money” 
is pouring. It is coming from the Nation’s banks, which have more money to 
lend than they should have. It is coming faster than it is being mopped up. 

The Federal Reserve Board can stop the flow or slow it down. It is, in fact, 
a duty of the Board to do so when prices are rising. But the Board has delayed 
action because of a stand taken by President Truman’s crony, Secretary of the 
Treasury Snyder. 

The Reserve Board can cut down on the amount of money banks have available 
to loan by abandoning its policy of buying Government securities from banks at 
par or better. Allowing banks to cash in securities at a pegged price gives the 
banks more money for loans. In fact, because of the workings of our banking 
system, a $10,000 Government bond cashed by a bank could add $59,000 worth 
of bank credit, or check book money, to a community. 

By supplying purchasing power not previously existing, banks have contributed 
to the bidding up of wholesale prices which are quickly reflected in retail prices. 

The Reserve Board can cut that artificial purchasing power by changing its 
policy of buying up Government bonds at par. Lower bond prices would dis- 
courage banks from cashing in Government securities. They would hold them to 
maturity to collect the full price. 

If the Federal Reserve removed the guaranteed prematurity price, or pegged 
it lower, the effect would be to increase interest rates on Government securities. 
When the Treasury offered a new issue it would have to pay higher interest. 
The cost of interest on the Nation’s debt—now about $6 billion—would be in- 
creased. So Snyder is dead set against any change in Reserve Board policy. 

Snyder can’t see the woods for the trees. Even a billion or so increase in the 
cost of servicing the Nation’s debt would be a drop in the bucket compared to the 
cost to the Nation as inflation sweeps in. The cost of armaments alone can go up 
several billion because of the impending inflation that might be prevented by a 
change in policy, a change now blocked by Truman’s Mr. Snyder. 


E. ARTICLE IN THE WASHINGTON POST, FEBRUARY 11, 1951 


(By Alfred Friendly) 
Top agencies split on credit control 


Last week’s crop of news stories about the White House-Federal Reserve 
Board misunderstanding reflects only one episode—a current manifestation— 
of a deep, long standing conflict. 

It is a conflict between the FRB and the Treasury, centering on the ways and 
means of Federal debt financing. It is important because it concerns a funda- 
mental cause of inflation. It is complicated because the subject matter is among 
the blackest of the black arts—Government finance, the operation of bank lending 
and the creation of money. 

Would-be explanations in terms of rival groups making a power grab, or of 
evil bankers trying to fill their coffers, are simple—and simply inaccurate. 

One approach to an understanding is to pose a question: How, in the present 
defense program, do you prevent the creation of more money in the economy 


than there are goods to buy? Or, if you prefer it this way: How do you prevent 
monetary inflation? 


There is a three-fold answer: 

First, you increase production as much as possible, so there will be more 
goods to buy for both military and civilian use. 

Second, you balance the budget through pay-as-you-go taxation, so that the 
Government does not have to create, through borrowing, additional money to 
pay for the defense program. 


Third, you prevent the creation by private hands of additional money in 
excess of the volume of available goods. 
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These are arguments on methods even for the first two goals. But those are 
as nothing compared to the deep cleavage in basic thinking of economists and 
Government agencies on the third point. It boils down to an argument on how 
to curtail the private extension of credit. 

When a bank makes a loan, its effect is to create new purchasing power. In 
some periods of history, when the total of loans keeps expanding, and faster 
than the resultant increase in the supply of goods, the effect can be to create 
excess money—too much money compared to the supply of things in the market 
to be bought. 

The Federal Reserve Board contends that just exactly that has been happen- 
ing. It further contends that, because of Treasury policy, the Board is power- 
less to stop it. In fact, it has been forced to facilitate or encourage the process. 

It has become, itself, an “engine of inflation” instead of fulfilling the function 
Congress assigned it, which is to regulate the supply, availability and cost of 
credit. 

Here is the way the FRB feels that comes about: 

When a bank makes a loan, it increases its deposits—or at least total deposits 
in the whole banking system—usually by the same amount as the loan. The 
borrower simply gets a credit of the loan amount set up in his drawing account, 
or he may take a check anid deposit it in another bank, or pay off a second person 
who, in turn, deposits it. 

But whenever a bank that is a member of the Federal Reserve System obtains 
increased deposits, it is required by law to place about one-sixth of the amount 
of increase into a statutory reserve on deposit with a Federal Reserve bank. 

This means, for practical purposes, that whenever a bank wants to extend 
additional credit—thus creating additional deposits—it must scratch around for 
about one-sixth the amount of the loan to deposit in its statutory reserve. 

It obtains that money these days by selling a security from its holdings. 
What it sells, it turns out, is a Government obligation. 

During the war, banks acquired some $60,000,000,000 worth of Treasury issues, 
This means they have a virtually inexhaustible supply of bonds to turn into the 
statutory reserves wheneyer they want to make new loans. Whenever a pros- 
pective loan appears more desirable than holding onto a Government bond for 
its income, the bank can sell a bond to make the loan—six times as large as 
the bond it sells. 

This process has been going on at a frenzied rate. Since the Korean war 
began, commercial banks have increased their loans outstanding by about $8 
billion. They have reduced their holdings of Government securities by about 
$5,500 million. The total money supply increased in 1950 by more than $7 
billion. 

More money produces higher prices. Or a lower value of the dollar. Or 
inflation. They all mean the same thing. 

This conclusion, which is fundamental to the FRB argument, is disputed 
fore and aft by the Treasury experts and many other economists. They assert 
that the inflation since Korea has simply not been caused, in any fundamental 
way, by monetary factors. They argue that the expansion of the money supply 
has been less, not more, than the expansion in goods that were produced. 

They assert that the skyrocketing prices of imported raw materials, plus 
intensified buying by individuals and businesses who anticipated shortages and 
higher prices in a war or semiwar situation, are far more responsible for the 
inflation. 

When banks and other holders of Government bonds sold them, all creating 
more bank deposits, more reserves and more loans, it was the FRB that bought 
them, because it had to. Its holdings of Federal securities have increased by 
more than $3 billion since Korea. 

Why was it so easy for the holders of Government bonds to dump them on the 
FRB? 

At the outset of World War II, when it was obvious that the Government was 
going to do a huge volume of deficit financing, there was no option for the Board. 
It had to stand ready to buy Treasury securities at the price they were offered 
and at a low interest rate. It-was necessary publicly to guarantee the market 
so that private buyers would be assured against a loss and would therefore be 
willing to absorb the billions of Government securities that were issued. 

In this process the FRB was, of course. stopped from controlling or influenc- 
ing the supply of money and credit by effecting changes in the interest rate. 
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But after the war, it wanted to get back into the business Congress gave it, of 
regulating the supply, availability and cost of credit. Its main useful tool for 
doing this is to sell Government bonds vigorously on the open market when it 
wants to blot up bank reserves and curtail lending, or to buy bonds when it 
wants to reverse the process. 

Now, however, it has no choice and no initiative. The Treasury wants it to 
keep on pegging the price of Government obligations at a fixed level, and, so 
far, the FRB has complied, more or less. This means it buys whenever someone 
wants to sell and can find no private buyer. 

The result, the FRB argues, is that any bank wanting to make a new loan 
can be sure of obtaining the statutory reserves it will need. It simply sells 
Federal securities from its portfolio. It knows that the FRB will buy them, if 
no one else wants them, at a fixed price, so there is no risk of capital loss to the 
bank when it sells its Federal bonds. 

Indeed, its holdings of those securities have become, in effect, interest-bearing 
cash; they can be converted instantly to cash without any capital loss. 

The FRB feels that if it were relieved of the obligation to peg the prices of 
Government obligations, and if the free market were allowed to find the price 
at which individuals and institutions would willingly buy and hold Govern- 
ment bonds, then the opportunity and the invitation to banks to create additional 
reserves would be sharply reduced. 

It further believes that this happy state would come to pass, with the market 
supporting Government issues without an FRB guarantee, if yields were allowed 
to rise by about one-half of 1 percent. Would-be sellers, the FRB thinks, would 
then find buyers outside the FRB; the FRB itself would be able to avoid purchas- 
ing Government bonds and thereby expanding bank reserves willy-nilly. 

Holders of Government bonds would not then have “interest-bearing cash.” 
Banks would have to run the test of the market in selling their Federal holdings. 
Accordingly, the FRB argues, they would be deterred from extending credit so 
freely because they would not be able to obtain reserves so easily and without 
risk of capital loss. 

It is probable that a majority of American economists go along with the FRB 
argument, as did a subcommittee of the Joint Congressional Economic Com- 
mittee which studied the subject last year. 

The Treasury disagrees most vehemently, and has many prominent econo- 
mists on its side, for example, the President’s three-man Council of Economic 
Advisers. 

The classic statement of opposition to the FRB position was expressed by 
Treasury Secretary Snyder in a speech January 18. He said in part: 

“The Treasury is convinced that there is no tangible evidence that a policy 
of credit rationing by means of small increases in the interest rates on Govern- 
ment-borrowed funds has had a real or genuine effect in cutting down the vol- 
ume of private borrowing and in retarding inflationary pressures. The delu- 
sion that fractional changes in interest rates can be effective in fighting in- 
flation must be dispelled from our minds. 

“The 214-percent rate of interest on long-term Government securities is an 
integral part of the financial structure of our country. It dominates the bond 
markets—Government, corporate, and municipal. 

“Any increase in the 214-percent rate would, I am firmly convinced, seriously 
upset the existing security markets—Government, corporate, and municipal.” 

Part of the problem that the FRB complains of, according to proponents 
of the Treasury view, will solve itself as the defense program progresses. They 
say that the opportunities to make loans will dry up, just as they did during 
World War II. Even though the banks had enormous Federal security holdings 
with which they could have obtained reserves, they did not expand loans. 

Furthermore, some lending should be stimulated for the time being to in- 
erease production facilities, this group argues. Let lending for nonessential 
purposes, causing inflation, be curbed by selective controls. But don’t burn 
down the house to obtain a few roast pigs. 

Here are some expansions of the Treasury arguments, with the FRB counter- 
arguments: 

1. Very high interest rates in the past—5 percent on short-term Government 
issues and 20 percent on call money in 1929, and 6 and 33, respectively, in 1919- 
20—had no effect in stopping inflation, Snyder has declared. 

The idea that banks would be willing to hold onto Government securities at 3 
percent, but not at 2% percent, when a glowing opportunity to make a 4-, 5-, or 
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6-percent loan presented itself, is sheer nonsense. Nor would banks hesitate 
to take a small capital loss (as bond prices dropped when the yield increased) 
in order to make such an attractive loan. 

As one expert put it, the idea that a fractional change in the interest rate 
is a consequential matter to a would-be borrower or lender is academic fiction. 

To all of which the FRB would reply that anyone who doesn’t believe a 
change in interest rates—even a small one—has the most profound effect on 
credit extension is flying in the face of economic history, and is an economic 
idiot to boot. 

2. Raising the interest rates on Government obligations by one-half of 1 per- 
cent would cost the Treasury an additional $1,500 million a year in carrying 
charges on the public debt, Snyder declared in a recent interview. This would 
be about the most inflationary measure one could conceive of. 

The FRB experts challenge the calculation. In the first place, the proposed 
increase would not apply to savings bonds. Second, it would make no difference 
with respect to those Federal bonds already held by Government trust funds— 
just paying out of one Federal pocket into another. 

This leaves about $145 billion of marketable securities to be considered. If 
all of them were refunded at an interest rate one-half of 1 percent higher, the 
added cost would be between seven hundred and eight hundred million dollars a 
year. But of this one-third to two-fifths would return to the Treasury through 
higher income-tax receipts. 

The last word, for the present, on this argument was said in a recent staff 
study of the Joint Congressional Economic Committee: “If you could only be 
sure that this mild increase of Federal security interest rates would actually 
curb credit and combat inflation, the resulting increased cost of carrying the 
Federal debt would be a small price to pay.” 

3. Unpegging the rates and prices on Federal securities might cause a real 
panic, the Treasury group has argued. That might be just the way to destroy all 
public confidence in Federal obligations. 

On the contrary, says the FRB, the real danger to the future acceptance of 
Treasury issues is that the public will not buy them because it fears what in- 
flation will do to their value. 

Furthermore, says the Board, it has no intention of moving out of the open 
market entirely; it. will and must continue to participate in the buying and 
selling of the issues to maintain an orderly market and prevent any panic. Its 
point is, however, that it does not want to participate at pegged rates; nor 
always maintain its position on one side of the market—the buying side. 

4. The Federal debt has assumed overwhelming importance in the last 10 
years in its effect on all financial developments. Previous theory on the effect of 
changes in the cost of credit no longer are valid. 

The Government debt is now half of the whole debt of the Nation. As a 
result, interest rates on private transactions are closely tied in with those on 
Government issues. An increase of one-half of 1 percent on Government issues 
would be quickly reflected by an equivalent rise elsewhere. 

If banks received another one-half of 1 percent interest on the Government 
holdings, they would have the prospect of at least that much of an increase on 
future commercial loans, so there would be no more incentive than before to 
hold on to the Federal securities—in fact, probably less. 

You are likely to hear a great deal more about the issue in the months to 
come. The fight will probably get worse before it gets better. 


F. EDITORIAL FROM THE WALL STREET JOURNAL, FEBRUARY 2, 1951 


A dangerous maneuver 


There took place in Washington Wednesday »fternoon a meeting which should 
never have happened. That was the meeting between Federal Reserve officials 
and President Truman, which the latter called at the White House. 

The President was taking sides with the Treasury in its firm stand to main- 
tain low interest rates, and he wanted to impress the Reserve people with the 
importance of this. In other words, they ought to conduct themselves and their 
_operations in a manner to support a low-rate policy. 

‘Now, the reason that this meeting should not have happened is that the Presi- 
dent has no authority to dictate to the Federal Reserve. He appoints the mem- 
bers of the Reserve Board, as vacancies occur, and he names the Chairman. But 
the Federal Reserve Act which gave birth to this central banking system specifi- 
cally says that the Board shall report annually “to the Speaker of the House of 
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Representatives, who shall cause the same to be printed for the information of 
Congress.” 

So the Reserve Board is responsible to Congress, not to the President. And 
when the President steps in to tell Reserve officials what they ought to do, or 
ought not do, he is assuming power which he does not have. 

The Federal Reserve System was founded 37 years ago with a specific aim in 
mind. That aim was to provide flexibility for the banking and credit operations 
of the country. The aim was to set up an independent body which could regulate 
credit and money—in a way to combat excesses either of inflation or deflation. 

If the supply of credit becomes too tight and interest rates are too high, the 
Reserve System, under the theory of its founding, can take steps to make more 
credit available. Resultant borrowing can expand business activity. If, on the 
other hand, too much credit is available and borrowing leads to inflationary 
excesses, then the Reserve System can take actions designed to curb credit. 

That is the theory of Reserve operations, but in recent years its practice has 
been curbed—to put it mildly—by political considerations. The Federal Gov- 
ernment has become by far the biggest borrower. Not unnaturally. Treasury 
Secretary Snyder is concerned at the interest cost of the Government’s huge 
debt, which may become even larger. So he is putting all the power of his 
office behind maintenance of low interest rates. And the Federal Reserve has 
reluctantly cooperated by supporting the prices at which Government securities 
sell. 

The danger of that supporting practice is that it all but eliminates the Re 
serve’s power to control credit. Just why that is so is discussed elsewhere on 
this page by Dr. E. A. Goldenweiser, for many years economist of the Reserve 
Board. In recent months the Reserve officials have become more than reluctant 
to continue their practice. They see the further inflation threatening; they be- 
lieve they should be free to do their part in combating it. Otherwise the aim 
originally given this central banking system is gone. 

But ther is a much greater danger in this than appears on the surface. The 
power to inflate currency and credit is the power to destroy an economy. This 
can be done by printing currency or it can be done by limiting expansion of 
credit. 

The Federal Reserve System was set up as a check on this power. But if its 
banks are to become ever-expansible stuffing boxes for Government securities, 
then the check on inflation of Government and private credit is gone. 

The Congress in 1913 had this in mind when it passed the Federal Reserve 
Act. It saw the dangers, we're sure, of administrators who might lose all fiscal 
conscience. 

We believe in the Reserve officials, despite White House pressure, should 
stick by their view—to be free to fight inflation. We hope, too, that Congress 
will recognize the dangerous maneuver which the President has made. 


Senator Ciark. I only want to point out that in my own judgment 
that speech and the references to what happened in 1951 are, in my 
opinion, irrelevant and immaterial with respect to any issue before 
this committee and would not be of any particular use. I know my 
friend disagrees, but I have no objection whatever to his putting what- 
ever he wants to in the record. 

Senator Busu. I appreciate that. Of course, I cannot help but 
feel that the remarks are directly in point with the matters we are 
discussing, because what we are discussing here is the question of 
whether the President should inject himself into the policies of the 
Federal Reserve Board. 

Senator Ciark. I would not agree with that at all. 

Senator Busu. I think that is implicit in the Senator’s bill as it is 
presently written. 

Senator CuarKk. I would say my good friend the Senator and the 
witness are erecting a strawman and knocking him down and not 
meeting the real issue. 

Dr. Sautnter. He is a pretty substantial strawman, I think. 

Senator Ciark. Now that we have had our fun, Dr. Saulnier, why 
don’t you go ahead. 
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Dr. Sautnrer. Senator, I think I have made myself clear—I hope 
I have—on this. 

Senator CLark. You certainly have, very ably, too. 

Dr. Saunier. All I am striving to say is that I hope we preserve 
a central banking system that is entirely free of any kind of political 
interference or intervention. 

Senator Ciark. If we do, we will be the only country in the free 
world. There are no countries in the slave world, which continue 
to do that. 

Dr. Sacunter. I do not know that I could give you a count on that, 
but the casualty rate among independent central banks has been a 
high one, and a sad fact it is. 

Senator Ciark. This again must be a question of judgment. In my 
judgment it is a question of whether plutocracy or democracy shall 
control our country. 

Dr. Sautnier. All Fam saying here is that there are many times 
when this would be a matter of great consequence, when what. we 
want is a money policy formulated and administered with an eye to 
economic conditions alone, and what is more with the economic con- 
ditions over a longer term in mind, and I just feel, Sen: ator, in this 
connection I am trying to look ahead, as we all have to do in these 
important, pieces of legislation, I just feel that there is a risk that 
if you had a basis for politic al intervention it could introduce factors 
into the formulation of monetary policy other than these economic 
considerations, and vou would have a less beneficial policy as a result. 

Senator CiarK. You are absolutely right that there is a risk. The 
question is how great a risk, a calculated risk, we should take. And 
on that we disagree. 

Dr. Sacintrer. Again, sir, let me go back to my pragmatism. Would 
Federal economic ae i las if you were to do this?) My answer 
is “No” and there is a risk that it might be less beneficial, I say “W hy 
run the risk ?” 

Senator Crark. Well, of course, the risk we are running now is in 
the judgment of many of us far greater than the risk of changing 
the policy. In other words, the risk of what we are doing now is 
devastatingly acute. 

Dr. Sautnter. That is a point on which we disagree entirely, be- 
cause I do not think we are running any risks in this connection at 
this time. 

Senator Crark. Of course, you do not, and neither apparently does 
the Defense Department. 

Dr. Sauinter. We are not talking about the Defense Department. 
We are talking about the Federal Reserve System. 

Senator Ciark. We are talking about a philosophic al approach to 
government, and I honor your position. I just disagree with you. 

Senator Busn. Mr. Chairman, harking back a moment to the refer- 
ence to Secretary of Labor Mitchell’s letter, and just. so the record is 
clear, I presume that this letter along with the others from the de- 
partments will be inserted in the record, or have they been already ? 

Senator Crark. They were yesterday morning. 

Senator Busx. I would just like to mention the paragraph from 
which the Senator read starts off by saying the Department of Labor 
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is opposed to the enactment of this bill, and after the language which 
the Senator read it says: 

Moreover, in our opinion it is not appropriate to require the President to 
report publicly to the Congress respecting the reasons for any Federal Reserve 
Board disagreement with him concerning monetary and credit policies. 

Senator Ciark. The Senator is correct. 

Dr. Saunier. That completes, Senator Clark, the comments I 
want to make on the various subsections of the proposed new section 
6 to the Employment Act, and I think we have now covered all of 
the subsections. 

Now let me turn to the proposed new section 7 of the Employment 
~~ This is a very different matter. What this would do would be 

» authorize the President to hold public hearings on price increases 
aa related wage increases. Now, it is our view that it would be a 
very serious mistake to enact legislation of this type, and I shall give 
you my reasons for it. 

First let me point out that a flexible, resilient, adaptable price 
system is a central and critical part of our whole free economy, and 
anything that we do that would introduce rigidities into that price 
system would impair the operations of our economy. 

What we want to do, is to make our economy work better. We 
want to improve its capacity for growth, and we believe that this 
legislation would work exactly in the opposite direction. 

‘Second, I would point out that a flexible price system is in effect 
the control device of our free enterprise economy. We have no cen- 
tral planning agency for allocating resources. Resources are allocated 
in our economic system through the price mechanism. 

Senator CLark. Does not this require the free operation of the law 
of supply and demand ? 

Dr. Savinier. This proposed legislation would, in my judgment, 
place some impediments in the way of the free operation of the laws 
of supply and demand, and that is exact ly—— 

Senator Ciark. When you say this, you are referring to section 7? 

Dr. Sautnier. I am, sir; and that is exactly why we would oppose 
the legislation. 

I shall not take the time of the committee to expand on w hat 1 
mean by a contro] device for allocating resources in our economy, 
and the way in which this would be impaired by this bill. I think 
perhaps that point is clear enough, and I should like to turn to some 
specific items of objection to the legisl: ition. 

Senator CLark. I think your position is clear, but for myself, I 
do not think your point is at all clear because the concept of the 
people who drafted this bill was that in administered-price industries, 
the alleged allocation of resources due to the operations of price sys- 
tems just do not work. Moreover, I make the observation so that our 
clashing views may be clear on the record that the system of allo- 

cating resources to the price system works very badly indeed because 
it has no ethical or moral sense and no sense of compassion. It is just 
a marketplace hangout. 

Dr. Saunier. Let me go into some detail on this, then. 

Senator CLark. Doctor, I hate to interrupt you now, but that was 
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10 minutes. I am awfully sorry to cut you off, particularly at this 
point. 

Dr. Sacinrer. It is quite all right. 

( Whereupon, a recess was taken. ) 

Senator Ciark. I would say to the witnesses and the audience that 
we hope to recess for lunch, shortly before 12:30 as Senator Bush 
has an engagement, and I would like to have him here while we have 
this testimony. We will reconvene at 2 o’clock in room F-—53 in the 
Capitol. 

We are hoping, Dr. Saulnier, we will not detain you. That we will 
be able to get through with you. 

Mr. Reuther and Mr. Barkin, I understand that you have been 
willing to stand aside for the out-of-town witnesses. 

So that the first witnesses after lunch will be, we hope, Mr. Gilbert 
and Mr. Hoadley. 

Now, Dr. Saulnier, +f you will go ahead. 

Dr. Sauunrer. Yes, Senator Clark. I will run through, as quickly 
as I can, my specific reasons for believing that this legislation would 
impair the operation of our price system. First, 1 think that a law 
of this kind, if it were on the books, and I earnestly hope it never gets 
on the books, that a law of this kind, would tend to discourage price 
reductions. 

Certainly, this would likely be the case in those basic industries in 
which I would assume that the legislation is designed especially to 
reach. Here, you have a law that says that if a price is increased, 
the Government. could Step in and conduct a long hearing and issue 
an “advisory statement,” as its language goes, if they thought that the 
price increase should not be allowed to stand. 

In view of that fact, is it not likely that companies, if they saw a 
possibility of price reduction, might be reluctant to take it for fear 
that at some future date, if it were necessary for them to make an up- 
ward adjustment in prices, they might not be able to do so? So they 
might be encouraged to hold a price up, when cost and demand condi- 
tions suggested that it ought to be adjusted downward. 

Second, I think it is also pertinent to observe that there are fre- 
quently conditions in our economy when it is desirable and necessary, 
for the effective operation of our economy, that a price be increased. 
I am not talking now about the whole level of prices. I am talking 
about an individual price. There are frequently circumstances in 
which a price should be increased for reasons having to do with the 
financial position of the company involved; and there are times when, 
from a broad economic point of view, it is desirable that a price be 
increased. 

Legislation of this kind would tend to deter companies from making 
these necessary and desirable price adjustments. Mr. Chairman, it is 
because this kind of a law would tend to obstruct necessary price in- 
creases and necessary price decreases that I say that it would intro- 
duce rigidities into our price system. And, in so doing, it would 
make our enterprise system less able to function adequately. 

Now, I would like to point out next, Mr. Chairman, some possible 
side effects of legislation of this kind. Let us suppose, for example, 
that a price hearing was scheduled on a given price increase. I will 
not try to specify what particular commodity or commodities might be 
involved, because it is not necessary to get into such particulars. Let 
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us Just suppose that the Government is holding a price hearing on a 
given price increase. 

This hearing is not going to be over in a day. Indeed, if it is the 
kind of hearing I expect it would be, it might last for a protracted 
period of time. What are the customers of this company going to do 
in the meantime? They sit back and scratch their heads and ask, 
“Well, now, is this price increase going to stand? Maybe it will not. 
Maybe, if we wait a little bit, the Government will exert its pressure 
on this company, and this price will come down. 

So they will defer their purchases and, indeed, they might do it on a 
very broad scale. The effect of this wo ould be to introduce serious in- 
stability into our economy. 

What we want to do is to try to make our economy more stable, not 
less stable. This would be—I shall not say frivolous or capricious— 
but it would assuredly be an unforecastable kind of risk. 

Senator CLark. Go ahead and say it, Doctor, I do not mind. 

Dr. Sautnrer. Mind you, the case I am outlining here is not a fanci- 
ful one. This is, I think, a very likely consequence of a law of this 
kind. 

Another likely consequence might be this: Suppose that the Gov- 
ernment were to take action against a prospective price increase. 
This is the language of the law. It Plast 2 of prospective price in- 
ge I confess, T do not know entirely what is meant by this. And 

IT do not know what kind of intelligence system the Gov ernment would 
use to apprise itself of prospective price increases. 

Senator Crark. I would suggest that they read the newspapers, 
as they did, in connection with the steel strike. 

Dr. Saunier. So far as I know, they would have had nothing but 
speculation on which to operate, in that case. And that is exactly 
what I fear. That you would have government based on speculation. 
I mean, guessing. And this is not the kind of government we want. 

Let me pursue this case. 

The Government, by whatever method it is able to use, apprises itself 
of a prospective price increase, and it moves quickly into the situation. 
Presumably, in this case, the “intended price increase” would be 
deferred. 

What will the customers do in this case? They will say, “Well, now, 
price is possibly going to go up if the company is able to make its case.’ 

If they get the idea that the company will be able to make its case, 
and conceivably they may get that idea, they would then rush in and 
buy. And so you would have a great, rush of purchases, a great surge 
of purchases. Again, you would be introducing inst: ability into our 
business system. 

This is what I would call truly eccentric government. 

Senator Ciark. Let me point out to you, Doctor, that in my judg- 
ment, I am sure not in yours, you are again setting up a magnificent 
strawman and then knocking it down. This timid little bill merely 
gives your boss, the President of the United States, the power and 
authority to move into one of these situations if he thinks it is desirable 
todo it. It provides him with the mechanism which he wished he had, 
I think, at the time of the steel strike. And it is certainly not the 
colossus of directed interference which you have attempted to make it. 
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_Dr. Savutnter. Senator, I regard this as far from a timid little 
bill. I regard it as a potentially mischievous piece of legislation. 
And, mind you, sir, I say this purely objectively, you understand, 

Senator CLark. We understand each other. We are not goine to 
get mad at each other. ee 
_ Dr. Savinter. I mean mischievous, Senator Clark, in the sense that 
it would produce very undesirable results, and it would do mischief 
in our economy. As I say, I urgently hope it is never enacted. 

So much for the side effects. Now, four, it is an interesting fact 
that this bill, while it speaks of prospective price increases and actual 
price increases which would threaten the national stability, gives no 
standards as to what kinds of price increases or wage increases it has 
in mind. And this lack of standards, in a law of this kind, could 
produce nothing, it seems to me, but uncertainty in the business sys- 
tem and uncertainty within our great labor organizations. 

What would this mean? Nobody would know when and on what 
basis the President might act. They would have no guidance on 
this. There are no judicial opinions. There is no judicial history 
here to guide them. All one could do would be to wonder. : 

And what would happen of course, is that, increasingly, business 
concerns and labor organizations would look wonderingly down here 
to Washington for guidance. And they might, or they might not, 
get it. In any case there presently is nothing in this bill to help them. 
The effect of this would be to erode the sense of private responsibility 
that should be felt by business management and by labor groups to 
conduct themselves in ways which are consistent with the public 
welfare. : 

Senator CLarKk. The opposite point of view is that labor and man- 
agement, in these narrowly circumscribed industries where their 
action would affect national economic stability, are badly in need 
of some mild public intervention to point out to them that they speak 
not for themselves alone but have an important effect on the economy 
as a whole. 

Dr. Savinter. Whatever we may think of the need for doing that, 
I think it is clear that this is not the way to accomplish that end. 

So much for, I would say, the harmful effect of this legislation in 
diminishing, in eroding, the sense of private responsibility. Next, 
I think there is a fair chance that a law of this kind might have the 
effect of encouraging group action. 

In the law of this country we have tried to encourage independent 
action, This is the whole sense of our legislation relating to trade. 
It is the whole sense of our antitrust legislation. But the effect of 
this law would be to produce, or to encourage, group action. — 

Senator Ciark. Do you not think we have group action now in the 
steel industry ? 

Dr. Savcinter. We have a good deal of group action in our economy, 
Senator, and much of it I deplore. And let me say, sir, that I have 
been one of the most ardent advocates, one of the most ardent ad- 
vocates. of strict enforcement of the antitrust laws. __ 

And I w uld just add, sir, that in my judgment, this would seri- 
ously undermine our capacity to enforce the antitrust laws as they 
should be enforced. 

Senator CiarK. I deplore the group action, too. I prefer to take 
a pragmatic approach. 
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Dr. Sauunier. Perhaps you would explain. Maybe I am out of 
order in asking for an explanation of the chairman, but I am genuinely 
baflled by that observation. 

Senator Crark. What I mean is that, as a pragmatic matter, the 
adequate enforcement of the antitrust laws, in my judgment, has 
pretty well broken down. It has been unable to do much of anything 
with the administered-price industries. It has not. I think it should, 
but it has not. 

Therefore, I think we have got to search for some other approach 
to bring the public interest to bear in trying to get solutions to these 
clashes of economic giants, labor and capital, in such a way that the 
public will not be the victim. 

I reiterate, this is a timid little approach to try to do that through 
the force of public opinion and the assistance of the President. 

Dr, SAuLNIER. Senator, I get quite the opposite impression. I have 
the impression that our antitrust laws are being enforced more vigor- 
ously and, I think, more effectively today than they have been for 
quite a long while. And I certainly would not want to see any legis- 
lation put on the books that would obstruct that enforcement, and 
I think this would. 

Senator Crark. This is a question of judgment. 

Senator Busu. Mr. Chairman, may I inquire ? 

Senator CLarkK. Yes, indeed. 

Senator Busu. The way this is written, it seems as though the 
President may hold these hearings—I am going to skip to make my 
point—hold these hearings, concerning wage increases, prospective 
or actual, and the relationship of the price increases thereto, which 
the firm involved declares to be a cause of the price increases specified 
in subsection (a) of this section. He shall issue actual summaries of 
such hearings, and, where he deems it advisable, issue advisory state- 
ments. 

Senator CLtarK. No, no. 

Senator Busu. Let me finish my case, and then I will yield. 

But if I understand that correctly, what it means is that if an 
actual wage increase has taken place, presumably because of the price 
increase, then the President may hold a hearmg and give advice. 
Is that right ? 

Senator Ciark. No, I do not think it is. I do not want to turn 
myself into a witness, although I am perfectly willing to respond—— 

Senator Busu. I think it needs explanation, but I think the Senator 
can explain it better than anybody else. 

Senator Crark. Let me then try to explain as briefly as [ can. 

The section, as drafted, authorizes the President, when in his judg- 
ment a prospective or actual price increase appears to threaten na- 
tional economic stability, to cause public hearings to be held through 
any Federal agency he may designate to determine what the facts are 
with respect to the prospective or actual price increase which threatens 
the national economic stability if, but only if, those who prospectively 
or actually intend a price increase defend 

Senator Busu. No. But this is an actual increase that has taken 
place under this language, I submit. 

Senator Crark. I think not. 
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Senator Busu. I do not see how to get away from the way it is 
written. 

Senator Crark. Because of the word “prospective.” 

Senator Busn. Or actual. 

Senator Crark. Either. 

Senator Busn. In either case. 

Senator Crark. In either case. 

Senator Busu. Yes, so that you can take out “prospective” for the 
purpose of my illustration. T am talking about a fact. I mean, I 
am talking about a case where a wage increase has taken place because 
of an actual price increase. 

The President, under those circumstances and under this language, 

ean call, if he thinks the national economic stability may be threat- 
ened, he can call a public hearing. And whatever the results of that 
are may cause him to issue advice. 

Dr. Savcunter. That is certainly my reading of the-——— 

Senator Crark. Excuse me, Doctor. 

I think the Senator is wrong, and I would be happy to pursue it 
publicly if he wants. I think we can bring our minds into accord a 
a little better if we did it later. But if you want to now, I am—— 

Senator Busu. No, I do not care, Mr. Chairman, how we do it. I 
am perfectly glad to defer in the interests of saving time. But I do 

rant to point out that I believe that interpretation is correct. It 
pats the President in a position of almost having to make an advisory 
statement after he has held hearings, caused hearings to be held, on 
price and wage ‘increases which have already taken pl: ice, 

Senator CrarK. I disagree, and I would like to talk it out with 
you. 

Dr. Savutnter. If I may say so, Mr. Chairman, I would think it 
almost inevitable that an advisory statement would be made. In my 
own experience in government, you can hold a hearing, issue a factual 
summary,.but you ‘cannot then just fold your papers ‘and walk away. 

Senator Ciark. That is just what Secret tary Mitchell did in con- 
nection with the steel strike. 

Dr. Savutnrer. You do not just fold your papers and walk away. 
People want to know: What do you think should be done? And that 
is an insistent demand. 

Senator Crark. That is why your colleague, Secretary Mitchell, 
in the steel strike made no advisory statement. I do not think he 
should have; I think he was right. I quite disagree. 

Dr. Sautnrer. There are circumstances in which you might avoid 
it, but the point I am making is there will be tremendous pressure 
on the President to issue advisory statements following these factual 
investigations. And if his advisory statement is to the effect that the 
price increase was unwarranted, and the wage increase was unwar- 
ranted, then what would happen? There are no sanctions in this 
bill calling or requiring a rollback of prices and wages. But would 
that not be a likely next step? 

Senator Crark. No. 

Dr. Savutnter. One of my major objections to this is, not only that 
these investigations would be broadened, but that the next step would 
be to introduce sanctions into legislation of this kind. And then we 
would find ourselves in the middle of an extensive system of price 
and wage controls. 
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This would be a most unfortunate and damaging result for our 
country. 

Senator Cxarxk. Doctor, if I may return the compliment, you 
amaze me. 

Dr. Saunier. I do not see how that could be. I do not see how 
that could be, quite seriously, Senator Clark. You are asking the 
Government to intervene. You are asking the Government to inter- 
vene in these price and wage questions and then i imagining that you 
can stop with one or two, a few, here and there, and that you can 
walk away from each of these, saying nothing about what you think 
is right, what you think is wrong. 

Frankly, I think that a procedure of this kind would inevitably 
develop into an extensive system of wage and price controls. 

I do not know; I am not a businessman, and I am not—I am just 
a simple college professor—and I am not in organized labor. But I 
can tell you that if I were in either one of those situations, I would 
be here protesting against this kind of legislation. I think it is a 
step toward the paralysis of our free competitive system. 

And one more point on this, Senator. I w ould like to point out 
that this proposed law, because it is a step toward the impairment of 
our competitive enterprise system, runs directly counter to one of the 
clear, explicit mandates of ‘the Employment Act. I would remind 
the committee that the Employment Act says that the Federal Gov- 
ernment shall promote national levels of employment, production, 
and purchasing power “in a manner calculated to foster and promote 
free competitive enterprise.” 

But this moves in exactly the opposite direction. 

Senator CiarK. Doctor, it may comfort you to know that you are 
in eloquent agreement with the National Association of Manufac- 
turers.. 

Dr. Saunier. [ have not apprised myself of their views, but if they 
are not opposed to this bill, then they have some education coming 
to them. I cannot believe that they could conceivably favor any thing 
of this kind. 

Senator CLark. They do not. You and they are completely to- 
gether. I wastrying to comfort you. 

Dr. Sautnter. Of course they are not. 

Senator CriarK. Thank you very much, Doctor. 

(Dr. Saulnier’s prepared statement follows :) 


STATEMENT OF RAYMOND J. SAULNIER, CHAIRMAN, PRESIDENT’S COUNCIL OF 
EconoMIc ADVISERS 


Mr. Chairman, I am here this morning at the invitation of your committee to 
state the administration’s position on S. 2382, a bill to amend the Employment 
Act of 1946 to provide for its more effective administration, and to bring to 
bear an informed public opinion upon price and wage increases which threaten 
economic stability; and on 8. 64, a bill to amend the Employment Act of 1946 
to make relative stability of prices an explicit aim of Federal economic policy. 

These legislative proposals, especially S. 2382, are far reaching in their im- 
plications for our competitive enterprise economy, and they are naturally of 
great interest to many executive agencies and departments in addition to the 
Council of Economic Advisers. I have, therefore, consulted all executive groups 
having a major interest in them, with the object of putting before the commit- 
tee a general administration position on the several issues involved. The fol- 
lowing statement, which I shall leave with the committee this morning, accom- 
plishes this purpose. I believe that a number of agencies and departments 
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will communicate their views directly to your committee, but I feel sure they 
will not be at variance with those I shall express. 

Let me comment, first, on that part of S. 2382 which would add a new sec- 
tion—section 6—to the Employment Act of 1946. This new section refers to cer- 
tain provisions of the Employment Act and states that it is the sense of the 
Congress that the President shall give due effect to them in executing the act. 

I shall offer objections to each of the four subdivisions of the proposed new 
section 6. Before doing so, however, I wish to address myself to the general 
implication of this section that there are provisions of the Employment Act to 
which the President is not now giving due effect. One paragraph of section 
6 of S. 2382—subsection (c)—is especially notable in this respect. It calls at- 
tention to the authority that already exists for the President to transmit eco- 
nomic messages to the Congress supplementary to the regular yearend Economic 
Report. The President would, of course, transmit such supplementary messages 
if occasions arise in which, in his judgment, it is appropriate to do so. It hap- 
pens that in recent years there have been no such occasions. 
law as it stands is entirely adequate to meet such a contingency. 

But there are a number of respects in which the proposed new section 6 of 
the Employment Act would do far more than merely reiterate language already 
in the law. On the contrary, these provisions of the proposed legislation would 
add new language to the act, making significant. substantive changes in it. 
First, the proposed legislation is apparently designed to expand the explicit goals 
of national economic policy presently included in the act to include the goals 
of sustained growth and reasonable price stability. On this provision of the 
new section 6 let me say that the growth concept is adequately covered by ‘the 
act as it stands and for this reason we would not favor the proposed change. In 
any case, it is better to think in terms of substainable growth than of sustained 
growth. A goal of sustained growth might be construed to justify economic 
policies that would enforce a short-term expansion of output without regard 
to its sustainability over a longer period of time. And the result of such poli- 
cies might be to make our economy less rather than more stable, and thereby to 
reduce economic growth over the longer term. The proper object of Federal 
policy is to help achieve ahd to preserve conditions favorable to the extension 
of growth into the future with the least possibility of interruption. If we 
succeed in creating and preserving such conditions, economic growth will, in 
fact, be sustained; if such conditions are not achieved, growth will be inter- 
rupted. We would recommend deletion of the parenthetical clause in question 
on the ground that everything that could be usefully accomplished by the pro- 
posed new language is already accomplished by the act as it stands. 

A seeond, substantive, change in the Employment Act proposed by S. 2382 
would be to:make reasonable price stability a stated goal of Federal economic 
policy. The President has on several occasions recommended that the Congress 
should, in some appropriate manner, make reasonable stability of the price level 
an explicit aim of Federal economic policy. To do so would strengthen the 
arm of Government in resisting inflation and enhance public support for the 
policies needed to contain the inflationary pressures ever present in a vigorous 
economy such as ours. The administration proposes a more direct, and we 
believe a better, method of accomplishing this purpose than is provided by 
S. 2382. Our preferred method involves S. 64, the second item of proposed 
legislation before your committee at this time. We would, however, suggest 
certain changes in the language of S. 64, as indicated in my letter of Feb- 
ruary 3, 1959, to Chairman Dawson of the Committee on Government Operations 
of the House of Representatives. For the convenience of your committee, the 
language proposed in my February 3 letter is given in appendix A to this 
statement. 

Second, the proposed new section 6(b) of the Employment Act would make 
a far-reaching—and, we believe, potentially very harmful—change in that law 
by requiring the President to state in quantitative terms what he deems to be 
the maximum levels of employment, production, and purchasing power required 
to give effect to the purposes of that law. We believe it would be a very grave 
mistake to change the law in this way. However useful it may be to put to- 
gether some such figures for internal purposes, we believe they should not be 
‘formalized as goals of national policy in the President’s Economic Report. They 
are necessarily based on assumptions concerning matters on which informed 
opinion and judgments may properly vary over a wide range. As such, therefore, 
they are only pseudoquantitative. But however shaky their foundations, they 
give an appearance of precision. Not only might their inclusion in the Eco- 


In any case, the 








ee eel Real ian. sl 












UNEMPLOYMENT ACT AMENDMENTS 195 


nomic Report be seriously misleading to the public, but as guidelines for public 
policy they would be too inflexible and too narrow to encompass all the factors 
that must be taken into account in such matters. The administration strongly 
recommends that no language calling for such procedures be incorporated in 
the Employment Act. 

With respect to the provision of S. 2882 that refers to the quantification of 
current and foreseeable economic trends, I should like to point out that the 
Economic Report already described current trends in quantitative terms. It 
does not, however, make quantitative forecasts of economic trends, and the ad- 
ministration’s judgment is that it would be a serious mistake to publish such 
forecasts in the Economic Report. 

There is, of course, no scarcity of such forecasts, either for the short run or 
long run. Indeed, economic and financial literature abounds in them, not with- 
standing the fact that their casualty rate is very high. On long-term forecasts, 
Dr. Joseph 8S. Davis, a former member of President Eisenhower’s Council of Eco- 
nomic Advisers, had this to say about the record of population forecasting: 
“* * * Tt is disheartening to have to assert that the best population forecasts 
deserve little credence even for 5 years ahead, and none at all for 20-50 years 
ahead.” Dr. Davis is a recognized and highly-respected authority on these 
matters. The record of forecasting in other areas, including short-term eco- 
nomic forecasts, is certainly no better. Private estimates of future developments 
obviously have a place in the scheme of things, but it would be a grave mistake 
to make official forecasts by publishing them in the economic report. To do so 
would not improve Federal economic policy; and it might very well create 
serious economic problems. The committee should bear in mind that economic 
forecasts can have an independent impact on economic conditions, and it will 
not necessarily be a beneficial impact. 

Third, the proposed new section 6(d) of the Employment Act has to do with 
the way monetary and credit policies are dealt with in the economic report. 
On this matter, there is no need to remind the Executive, as this proposed legisla- 
tion would, that a review of monetary and credit policies is appropriate for in- 
clusion in the economic report. So far as I know, no economic report in the 14 
years of the Employment Act has failed to include such a factual review. In 
recent years, the subject has been dealt with in some detail, and special factual 
appendixes have been added to the report to set forth materials that cannot con- 
veniently or appropriately be included in the main text. 

The administration does not agree, however, that the economic report should 
also contain recommendations for monetary and credit policies that should be 
followed by our Federal Reserve authorities, as is apparently intended by S. 
2382. Indeed, this would directly impair the independence of the Federal Reserve 
System. Under present law, that System—holding an independent position with- 
in the executive branch—is responsible for making monetary and credit policy, 
and it reports directly to the Congress on its conduct of this duty. S. 2382 would 
run directly counter to this long-established, congressionally-designed arrange- 
ment. The administration has no wish to change these present arrangements; on 
the contrary, it strongly opposes any legislation which abridges, directly or 
obliquely, the independence of the Federal Reserve System. For this reason we 
find the proposed new section 6(d) of the Employment Act entirely objectionable. 

So much for the proposed new section 6 of the Employment Act. The pro- 
posed law would also add a new section 7 to the act, authorizing the President 
to initiate public hearings on actual or merely prospective price increases that 
threaten national economic stability, and also on prospective or actual wage 
increases where the latter are declared to be a cause of a price increase under 
review. The President would be directed by S. 2382 to issue factual summaries 
of such hearings; and he would be authorized to issue advisory statements, 
if he deemed this desirable, regarding the actual or prospective price and/or 
wage changes. 

The mere existence of a statute of this character, and all the more so its 
actual use by the Executive, would have a profound effect on our competitive 
enterprise system by reducing the effectiveness of its market price mechanism. 
Through the hundreds of thousands of individual prices that comprise our 
price system, economic adjustments are constantly being made in response to 
the changing forces of supply and demand. Adjustments of prices and price 
relationships largely govern the allocation of economic resources in our econ- 
omy, shifting these resources to meet the changing needs and preferences of 
the users of goods and services. A legislative measure that would reduce the 
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flexibility of this system of market prices would do serious damage to our 
competitive enterprise economy. The administration believes that the proposed 
new section 7 of the Employment Act would have precisely this effect. We 
strongly urge that it not be adopted by the Congress. In detail, our major 
objections are as follows: 

First, S. 2382 would tend to discourage possible price reductions. Any busi- 
hess concern, and especially any large concern in a so-called basic industry, 
would think twice before lowering a price, even where the adjustment was 
warranted by cost and/or demand conditions, for fear of being unable at a later 
date to make a warranted upward adjustment. 

Second, 8. 2382 might in some cases deter companies from increasing prices 
even where increases were called for to compensate for higher costs. It would 
also deter business concerns from increasing prices where such adjustments were 
suggested by rising demand. In either case, the effect would be to obstruct 
necessary and desirable economic adjustments. By obstructing price changes 
warranted by cost increases, the law would have the effect of causing economic 
resources to be withdrawn from desired uses; and by obstructing price in- 
creases suggested by rising demand, it would prevent an increased commitment 
of economic resources to*the production of goods and services desired by the 
consumer. To this extent, the proposed legislation would impair and devitalize 
the price system which is, in effect, the control mechanism of our economy. 

Third, a statute such as S. 2382 would have a number of potentially very 
harmful side effects on our economy. Public attention would be focused in- 
creasingly on the actual and potential activities of Government regarding price 
and wage changes. Speculation would be encouraged on prospective activities 
in at least the so-called basic industries. No one could say in advance when 
and in what industries hearings would be held, and no one could say in advance 
how long the hearings might be continued, or what their outcome might be. 
While the hearings were going on, and perhaps even in advance of them, users 
of the goods in question might well defer their purchases. On the other hand, 
if the Government were still in the process of investigating a prospective price 
increase and a public belief developed that a price advance was inevitable and 
would be sustained, purchases might well be accelerated. In either case, the 
effect of the statute would be to make our economy less rather than more stable. 

Fourth, S. 2382 greatly oversimplifies the character of competitive markets 
by focusing attention exclusively on price changes, a misconception which, as a 
basis for a law of this character, could have very serious results. The fact is 
that market transactions have many dimensions other than price, and a com- 
petitive enterprise economy is continuously making adjustments to changing 
cost and demand conditions by adjusting these nonprice dimensions of purchase 
and sale agreements. Indeed, the complexity of market transactions should give 
one pause as to the administrative feasibility of a statute such as S. 2382. 

If such a statute were enacted and executed, its effect might well be to 
discourage price competition and induce competition of a sort that would be most 
undesirable. In industries experiencing persistent upward pressure on costs, 
business concerns would resort increasingly to adjustments in the specifications 
of the goods and services they sell rather than to adjustments in their prices. 
Under these conditions, a more or less persistent and systematic deterioration 
in the quality of goods and services could ensue. Price advances would not 
really be prevented ; they would merely be masked. 

Fourth, S. 2382 seems to be based on a misconception of the character of the 
inflationary process. It appears to be based on the belief that inflation can be 
prevented by governmental actions taken against a relatively few selected price 
and related wage increases. Apparently, the bill would exclude the whole field 
of regulated industries from its coverage; and it would presumably also exclude 
the price increases that occur in industries in which individual business units 
are small and numerous, even though in many of these industries—e.g., in the 
area of consumer services—we have had substantial and persistent price in- 
creases in recent years. 

Presumably, the statute’s application would be limited to firms in a few non- 
- regulated, so-called basic industries. But it would be futile to attempt to control 
an inflationary trend by occasional sallies into the price system to challenge 
individual increases. And if price increases were prevented in a few selected 
industries, there is no reason to assume that they would not occur elsewhere if 
we were confronting a genuinely inflationary sitnation. The price level as a 
whole would continue to advance: all that S. 2382 would accomplish would be 
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to create price-cost-output distortions that could seriously impair our economy’s 
capacity to function effectively and to grow. 

And these distortions could not be corrected by widening the scope of S. 2382. 
Yet, such a widening might nevertheless be undertaken. In order to correct the 
undesirable consequences and inequities that would be created by a statute di- 
rected at a relatively few price and wage increases, there would be pressure to 
move into a more extensive system of governmental price and wage controls. 
We urge that the committee give most careful consideration to this possible 
result of the legislation which it has under study. 

Fifth, I should call to the attention of the committee the fact that S. 2382, 
while empowering the Executive to take actions of profound consequence for 
our economy, provides no standards or guidelines for its administration. The 
proposed statute speaks of prospective price and wage increases, but gives no 
hint as to what is meant by this, or how Government would apprise itself of 
price increases to come. Furthermore, the proposed statute provides no stand- 
ards or guidelines as to what kind of price increases or related wage increases 
would threaten national economic stability. Fortunately, in our decentralized 
economic system there are few prices or wages which, in being increased, would 
by themselves threaten national economic stability. The effect of any particular 
Wage or price increase upon the price level, and also upon the continued growth 
of production and employment, depends in large part on the action and reaction 
of other prices and wages. In a flexible economy not subject to general infla- 
tionary pressures, increases in particular prices ought and quite possibly will 
be offset in their effect on the price level by declines in other prices. Our con- 
cern, in any case, should be with the general level of prices rather than with 
particular prices. In no aspect of this does the statute provide guidelines for 
administrative action. 

The absence of clear standards in the statute would create uncertainty not 
only on the part of business concerns, but on the part of organized labor groups 
as well. Instead of encouraging business management independently to make 
price decisions that would expand markets and promote economic growth, and 
instead of encouraging management and labor independently to reach wage 
agreements consistent with the public interest, S. 2382 would encourage both 
labor and management to delay decisions and look wonderingly toward the Fed- 
eral Government for guidance. Its effect would be to atrophy and reduce the 
sense of responsibility that must be felt by private individuals and groups as 
they take actions that have a significant bearing on our economic life. 

Seventh, S. 2382 might well encourage group action by business concerns with 
respect to price changes, whereas Federal law and policy for over half a cen- 
tury has sought to foster independent action. Faced with actual or potential 
hearings that could legitimately be expected to be protracted and costly, there 
might be a tendency for business concerns to act in concert. And the exposure 
through hearings of factual materials bearing on prices, costs, ete., of individual 
concerns might well facilitate and encourage follow-the-leader pricing on the 
part of other firms. These effects of S. 2382 would seriously complicate antitrust 
law enforcement. And to that extent the bill would run directly counter to that 
provision of the Employment Act which calls on the Federal Government to 
promote maximum levels of employment, production, and purchasing power in 
a manner calculated to foster and promote free competitive enterprise. 

Finally, if a price or wage increase were challenged in hearings and yet man- 
aged to stand there is a strong presumption that it might be quickly followed 
by like increases elsewhere, and not necessarily only in the same industry. 
Moreover, in the absence of hearings on a particular price or wage increase it 
might be inferred that a governmental blessing had been given to similar ad- 
vances elsewhere. Thus, if economic circumstances permitted, the statute might 
serve to quicken and broaden attempts to achieve wage and price advances 
because of a fear that such advances could not readily be undertaken at a 
later date. 

Concluding and summarizing, the approach to inflation control and prevention 
proposed by S. 2382 would be ineffective in practice and, in the process, would 
do serious damage to our competitive economic institutions, including our in- 
stitutions of free collective bargaining. There are far better and more effective 
ways to prevent inflation and to promote sustainable economic growth. <A pro- 
gram appropriate for these purposes in the present economic context wes put 
forward by the President in January 1960 in his Economie Report. It calls for 
a surnlus in the Federal budget for the fiscal vear 1961: it requests certain 
changes in the laws affecting interest rates on long-term Federal obligations: 
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it contemplates the continued administration by the independent Federal Reserve 
System of a monetary and credit policy suitable for promoting a sound expan- 
sion of employment, production, and purchasing power ; and it states broad guide- 
lines for price and wage policies which will facilitate and promote vigorous, 
inflation-free economic growth. 

This is the right road to take in our efforts to prevent inflation, and to achieve 
to the fullest possible extent the growth capabilities of our economy. Moreover, 
it is a program that assures the preservation of our free institutions. 

S. 2382, on the other hand, would be ineffective as a means of preventing 
inflation and could lessen our capacity for economic growth by impairing and 
devitalizing our competitive economic institutions. The administration strongly 
recommends it not be enacted into law. 


APPENDIX A 


A BILL TO amend the Employment Act of 1946 to make the maintenance of a resonably 
stable price level an explicit aim of Federal economic policy 

Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That (a) section 2 of the Employment 
Act of 1946 is amended by deleting the final nine words and inserting in lieu 
thereof the following: “to promote maximum employment, production, and pur- 
chasing power, and to maintain a reasonably stable price level.” 

(b) Section 3(a) of such Act is amended by striking out “and (4)” and in- 
serting in lieu thereof the following: “(4) current and foreseeable trends in 
price levels prevailing in the economy and the steps, if any, which have been 
taken to maintain a reasonably stable level of prices: and (5).” 

(c) Section 4(a) of such Act is amended by deleting the final seven words 
of the second sentence and inserting in lieu thereof the following: “purchasing 
power, and to maintain a reasonably stable level of prices under free competi- 
tive enterprise.” 

(d) Section 4(c)(4) of such Act is amended by striking out “end purchasing 
power ;” and inserting in lieu thereof the following: ‘Purchasing power, and a 
reasonably stable price level ;”’. 


Senator Ciark. The committee will stand in recess until 2 o'clock 
this afternoon when we will meet in Room F-53 in the Capitol. That 
is a hearing room of the Senate Foreign Relations Committee. 


(Whereupon at 12:40 p.m. the committee recessed until 2 p.m. 
the same day.) 


AFTERNOON SESSION 


Senator Crark. The subcommittee will be in session and we will 
hear the testimony of Mr. Walter E, Hoadley, for the Chamber of 
Commerce of the United States. 


Mr. Hoadley, we are happy to have you with us, and please proceed 
in your own way. 


STATEMENT OF WALTER E. HOADLEY, FOR THE CHAMBER OF 
COMMERCE OF THE UNITED STATES 


Mr. Hoaptrey. Thank you very much, Mr. Chairman. 
Let me say at. the outset that I deeply appreciate your courtesy in 
arranging the schedule so that I could appear earlier. 

I am very grateful, too, to the men who have allowed me to come 
ahead of the original schedule. 

May I also say that I am very pleased to have this opportunity to 
appear before this committee. Just so there will be no misunder- 
standing about my particular position here today, I would like to say 
that I am treasurer of the Armstrong Cork Co., of Lancaster, 
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Pa., I am a director of the Philadelphia Federal Reserve Bank, and 
also have been for some years a practicing economist. 

Senator Ciark. Happy to have a fellow resident of the Common- 
wealth with us. 

Mr. Hoaptey. I am, however, appearing at the invitation of this 
subcommittee to present the views of the Chamber of Commerce of the 
United States on the proposed amendments to the Employment Act 
of 1946, 

Senator CLark. Would you mind, Mr. Hoadley, just putting in the 
record the procedure by which the chamber authorizes you to appear 
on its behalf? This is a kind of question we ask all the witnesses. 
It is not particularly directed to you. 

Mr. Hoapiey. Thank you. 

Mr. Chairman, may I precede my answer to your question by say- 
ing that I have no intention of covering this entire prepared state- 
ment? I would like to have it included in the record. In the interest 
of time I will brief it. 

Senator CLark. The statement of the witness will be printed in 
the record in full at the end of his presentation. 

Mr. Hoaptey. Senator Clark, Chamber of Commerce of the United 
States has as its own legislative body the annual meeting of the mem- 
bership. This meeting usually numbers several thousand men and 
women who come to W ashington each spring. Prior to the annual 
meeting there are innumerable other committee meetings and sub- 
committee meetings dealing with legislative matters and policy con- 
siderations. 

There was, for example, in January of this year a legislative con- 
ference of some 500 members of the U.S. Chamber devoted exclusiv ely 
to the subject of pending legislation. 

Senator Ctark. How many members does the U.S. Chamber have? 

Mr. Hoapiry. The U.S. Chamber has a precise figure for that, sir. 

am not prepared to give you figures which are precisely accurate. 

Senator CLarK. Approximately. 

Mr. Hoaptry. The membership represents about 3,500 business or- 
ganizations with an underlying membership of 2,700,000 businessmen 
in 50 States. 

Senator Ciark. Thank you, sir. 

Mr. Hoaptey. The legislative conference which is held each year 
allows members of the various committees of the U.S. Chamber to 
meet and to review available legislation. This legislation was re- 
viewed by the manufacture committee and in turn was submitted to the 
other members of the legislative conference. In turn it was submitted 
to the policy committee. 

This policy committee is comprised of 30 members of the board of 
directors. They have taken a position on this legislation. 

May I say that the policies of the U.S. Chamber of Commerce are 
necessarily ‘general because for practical reasons it is impossible to 
review each bill with all the members. 

Senator Crark. But I think it is very helpful to the committee 
to know this testimony you are about to give has been considered by 
your governing board, which is what I understood you to say. 

Mr. Hoaptey. Yes. 
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I might also say, Mr. Chairman, that at this precise moment the 
policy committee of the chamber is in session. There is also an “Air- 
cade” in progress carrying the legislative views of the U.S. Chamber 
of Commerce to the various cities and centers of American business 
across the Nation. 

Mr. Chairman, the Chamber of Commerce of the United States rec- 
ommends that the Committee on Banking and Currency approve S. 
64, the Bush bill. Inasmuch as most of the points which I have 
in my statement were covered thoroughly this morning by Dr. Saul- 
nier, I would like simply to refer the committee to the record on this 
particular recommendation. 

Senator Crark. That will be entirely satisfactory. 

Mr. Hoaptey. The Chamber of Commerce of the United States op- 
poses enactment of S. 2382. The chamber is in full sympathy with the 
objective of the preservation of national economic stability and of 
discouraging inflationary price increases. But very sincerely it does 
not believe that the methods proposed by S. 2382 would accomplish 
this purpose. 

This bill would not be merely an amendment tothe Employment Act. 
In its effects it would be a repudiation of the act’s declaration of 
policy, which is to— 
promote maximum employment. production, and purchasing power * * * in a 
manner calculated to foster and promote free competitive enterprise and the 
general welfare. 

Now, again, Mr. Chairman, since Dr. Saulnier covered many of the 
points that follow.on the-next few pages of my statement, I think we 
could properly defer them. 

Senator Ciark.:That will be fine. 

Mr. Hoaptey. So I would like to pick up with this from my pre- 
pared statement, if I may. 

The section of S. 2382 which causes greatest concern to us is the final 
provision that— 

The President. directly or through any Federal agency he designates, shall hold 
public hearings concerning (a) price increases, prospective or actual, which in 
his judgment appear to threaten national economic stability, and (b) wage 
increases, prospective or actual, and the relationship of the price increases 
thereto. which the firm involved declares to be a cause of the price increases 
* * * He shall issue factual summaries of such hearings, and, where he deems 
it advisable, issue advisory statements. 

This requirement, innocuous as it seems or beneficent in its concern 
for economic stability, in our judgment is almost guaranteed to de- 
stroy our economic stability as well as impair our growth, frankly, at 
a time when the Communists have declared economic war on us. 

Furthermore, in intent as well as in effect, it would do perhaps ir- 
reparable damage to free competitive enterprise. 

Price control by hearings, publicity, factfinding, and advisory state- 
ments still is price control. No one can argue that it would have no 
effect on prices; if it had none, the procedure would be pointless. 
Even if ineffectual with respect to prices, this procedure would have 
harmful consequences on business morale, prestige, initiative, risk- 
taking and efficiency. 

The bill, moreover, contains no economic or statistical criteria for 
determining whether particular price or wage increases are consistent 
with stability of the general price level. Even if particular price or 
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wage increases did appear to contribute to inflation in a statistical 
sense, they would not necessarily be the cause of inflation, but rather 
the symptoms of inflation. 

The most important markets are the markets for labor, and the most 
import ant component of prices is wages, for labor constitutes roughly 
70 percent of all costs and final product prices. Yet, there is no provi- 
sion in 8. 2382 for hearings on wage increases which threaten national 
economic stability, except insofar as firms se lected for investigation 
as threats to economic stability claim that wage increases, actual or 
prospective, are a cause of their price increases. The chamber does 
not advocate such revisions, nor would it be in favor of the bill if they 
were included. There is no mention of possible adverse effects of 
rigid wages, where wage cuts might be called for in the interest of 
reallocating labor and encouraging reemployment. 

Senator Char. Mr. Hoadley, let. me interrupt you, briefly, to ask 
you, if you will, to return to the sentence in your statement which 
reads, and I quote: 

Furthermore, in intent as well as in effect, it would do perhaps irreparable 
damage to “free competitive enterprise.” 

I am not a particularly sensitive individual. I am the author of 
this bill. I wonder how you know what is in my mind. 

I think it is an uncalled-for comment reading motivation in to 
people who are just as patriotic as you are. 

Mr. Hoaptey. Well, I must certainly say, sir, that there was no 
intent to in any sense indict anyone as ‘being unpatriotic. Certainly 
the aim was merely to state a conviction that the end of this par- 
ticular type of legislative course, we believe, would do irreparable 
damage to what we consider to be our way of life and system. 

Senator Ciark. You are, of course, entitled to your opinion. But 

I do suggest to you that the President of the U nited States is very 
wise indeed when he makes the general rule not to impugn anybody 
else’s motives. 

Mr. Hoaptey. Well, sir, I can only say that we had no such intent 
in mind. We are merely stating our view. May I say, Senator Clark, 
that the key word in this bill w vhich concerns us specifically, in addi- 
tion to the general objective, is the word “firm,” which I quoted. It 
is our inter rpretation that this bill is a very individualistic type of 
bill. We believe that in this sense there would be real danger to our 
basic concept of the free enterprise system. 

Senator Ciark. I do not want to pursue it any further. I just want 
to get on the record the fact that I thought that was an objection- 
able statement. I do not question the sincerity of your convictions 
at all, 

Mr. Hoaptry. May I also say, Senator, I have been tremendously 
impressed yesterday and today by the sincerity of your views. 

On numerous occasions you have stated there was a basic differ- 
ence in philosophy. I believe that is true. 

S. 2382 would, to some extent, actually contribute to inflation, for 
its enactment would undoubtedly prevent some price reductions which 
otherwise would take place. We believe the bill would tend to make 
individual prices more rigid rather than stabilize price levels. 

In addition, there is a very practical problem of measuring actual 
price changes. In business we find products are constantly changing 

















202 UNEMPLOYMENT ACT AMENDMENTS 





in function, in performance characteristics, in quality. Price is but 
one of many dimensions of a product. 

If you would permit me, Mr. Chairman, I would like to take just 
a moment to distinguish between value and price. 

I do not believe this concept has been thoroughly brought to the 
attention of the committee. 

I am drawing from some illustrations, if you will permit me, in 
our own company, simply because I am most familiar with them. 

Mr. Chairman, this is a piece of what is known as Marbelle lino- 
leum. It has been in the line of our company for about 27 years. 
It has very significant differences today from 27 years ago when it 
was introduced. It is priced approximately 20 percent higher today 
than 27 years ago. 

In that time research has made it possible to change the surface 
so that maintenance has been materially improved. The wear ing qual- 
ity has been substantially improved. 

“The backing has been changed so that it will give much greater 
service and can be installed more economically. It has pigments 
which will certainly stand up substantially better than those of some 
years ago. 

The price indexes of flooring materials and virtually all other mate- 
rials under present statistic ‘al know-how do not permit the inclusion 
of improved valuation changes. In our humble judgment the value 
of this product is substantially better than what it was previously. 

Now, I have here, Mr. Chairman, a material known as sheet vinyl 
flooring. This type of product was introduced very recently. This 
particular product sells for approximately twice the price of the 
Marbelle linoleum to which I referred earlier. This product was 
tested originally in the Monsanto “Home of Tomorrow” at Disney- 
land. Two million people walked over the flooring and it remained 
in very satisfactory condition. The price, as I have said, is approxi- 
mately double that of Marbelle linoleum. 

But this product obviously has vastly superior qualities with re- 
spect to wearing, maintenance, and appearance. It and companion 
products have also many other improved characteristics. Backing 
materials now permit it to be installed below grade, or on grade. 

I believe this committee should face the real question as to whether 
official or any other price indexes today, highly relevant to the entire 
problem which you are so properly interested in exploring, cover this 
other dimension of price ; namely, value. 

There are many other illustrations I could give, but I do not want 
to take the time of the committee. 

I believe, however, we must call to your attention the fact that the 
value of many of the products has moved up substantially, and is not 
reflected in the price. We believe the customer certainly is getting 
proportionately a much better value than indicated by prices alone. 

Senator Ciark. I think everything you say is true, Mr. Hoadley. 
I do not think anybody can controvert it. But I wonder why you 
. think it is relevant to your criticism of an act which merely authorizes 
the President to hold public hearings concerning price increases 
which in his judgment appear to threaten national economic stability. 

It occurs to me if you are concerned about that you must have very 
little confidence in the judgment of the President of the United States. 
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I cannot conceive of a situation in which he would order an in- 
quiry with respect to the price increase of any product where the 
situation was as you have just testified. 

Mr. Hoaptey. Well, sir, I can only say in response that inasmuch as 
the bill does not give us any guarantee there is always the possibility 
to which we must be alerted that there could be some such misuse. 

I would add very quickly without impugning anyone that there is 
an almost insuperable problem of determining what has happened 
merely because a particular price has changed, 

Therefore, I would say that in an argument over the justification 
of a particular price increase the whole question of value must be 
considered, It is indeed an extremely complicated situation, and 
that is really my point. 

Senator Crark. I could not agree more. The question of the 
relevancy of the legislation we will perhaps disagree on. 

Mr. Hoaptry. That may well be, sir. 

Any procedure which reduces price flexibility increases the reli- 
ance on changes in quality and other adjustments to changing eco- 
nomic circumstances. In a period of upward price pressures, the 
effect of potential price hearings would clearly be an accelerated de- 
terioration in product quality or a reduced rate of improvement in 
product quality. This was our wartime experience under price con- 
trols. Price surveillance, like its first cousin, price control, if it 
is to be effective, must quickly lead to controls over product specifi- 
“ations and quality. 

Any firm selected to face public hearings on price increases, re- 
gardless of the merits of its case, would almost certainly experience 
an unfavorable reaction from the investing public. This in turn 
would lead to restricted access to external funds for further expan- 
sion. We believe a similar adverse effect. on the securities and future 
growth of the general industry under surveillance could also be ex- 
pected to follow. vo 

The grewing interest of American companies in overseas manu- 
facturing and related operations, as well as the rising desire of 
U.S. investors to acquire securities of foreign companies, is now a 
matter of record. This trend I believe is not to be taken lightly. | 

More and more people in our country are comparing manufacturing 
and investment opportunities and regulatory problems here with those 
in other nations. As our Government intervenes or seeks to inter- 
vene more and more in the free market. activities of American busi- 
ness. an acceleration-of the movement to larger overseas Investments 
can be anticipated. This will be specially true in countries which 
have tried intervention and control without success and are now giv- 
ing business greater freedom and encouragement. The cost to the 
American economy, we believe, can only be a slowup in our growth 
rate. oe 

S. 2382, in our judgment, would weaken competition, create new 
problems of antitrust enforcement, and reduce the bargaining power 
of large firms relative to labor unions. The hearings on p~ce in- 
creases would make public confidential data and future plans and 
expectations. This information of great value to competitors and 
labor unions and susceptible to misuse by them, would be given them 
eratis. Any shifting of bargaining power from management to labor 
unions is an influence in the direction of inflation. The reluctance 
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of a company to raise prices has never deterred unions from making 
demands for higher wages. 

The discretionary power of the President or his designated agents 
to select particular firms for public hearings is the power to harass 
without necessarily serving any public interest. Moreover, anyone 
sitting in judgment would face the impossible task of evaluating by 
some objective means how justified one company’s prices may be. 

Senator Crark. Let me interrupt you there briefly, Mr. Hoadley, 
to state my own strong view that this legislation was never intended 
to result in the harassment of individual firms. I have just asked the 
staff to consider whether we should not change that word firm, 
which obviously has resulted in your making the points you do. 
Which to some extent I think are well taken. 

What we have in mind, of course, is an industrywide price increase 
in an administered price industry such as steel where there is an 
appearance of threatening national economic stability. 

I am making this statement as part of the legislative history of 
the bill. 

I quite agree with you that there should be safeguards so that no 
one firm should be, as you suggest, harassed. 

Of course, we have these situations in oil and steel and perhaps 
elsewhere where we do have industrywide price changes because the 
law of supply and demand just does not operate freely, and it is that 
and only that that this bill is intended to get at. 

Mr. Hoaptey. Well, I appreciate, Senator Clark, your statement. 
You can also, I.think,-appreciate our concern about the use of the 
word firm. 

Senator CrarK. Yes; I do. 

Mr. Hoaptey. We would still, I think, basically, disagree in phi- 
losophy and on the bill. 

I am sure we could also debate at great length the degree of com- 
petition in a good many of the industries to which you have just 
referred. 

One of the things I learned when I moved from academic life into 
business was whatever I thought about competition previously I had 
a lot of rethinking to do. Because competition I assure you, Senator, 
at least as we see it, is extremely keen. 

Endless debates are now carried on continuously within firms as 
to the most appropriate methods of cost-profit margin and price deter- 
mination. We certainly have them in our organization. 

Attempts to make economic comparisons between companies or in- 
dustries on a detailed basis almost invariably lead to confusion and 
distrust. 

Senator CLark. Excuse me, Mr. Hoadley, but I think it might be 
worthwhile just to spend a minute in asking you to detail very briefly 
the competitive situation in your industry, which as I understand is 
more or less this: Armstrong Cork makes a variety of different prod- 
ucts which are in competition with the products of a number of com- 
panies. Some of whom have a similar line but most do not, so that you 
‘compete with some firms with respect to one product and other firms 
with respect to another, and while they are in a sense giants in your 
industry, of which to some extent you are one—I should perhaps say 
as a disclaimer that I think I am a stockholder in Armstrong Cork— 
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nevertheless you are in a really competitive field with respect to price 
as well as toservice. Is that right? 

Mr. Hoap.ey. Senator Clark, I am delighted to have you state it 
that way. I would only add that our company has 375 different prod- 
uct groups. We serve three broad major markets, building, including 
flooring, packaging, and industrial specialties, which in large part 
comprise automotive parts. In addition, of course, we have opera- 
tions abroad. 

We can, I think, document the competitive picture in a step-by-step 
precedure throughout the whole gamut of our business. 

But to return more specifically to building materials. Let me say 
that essentially building materials are distributed in two different 
methods. One would be through channels of wholesale and retail 
distribution. Others would be through contracting. We happen to 
be engaged in both. 

Now, in the channels of distribution we have, as I am sure every- 
one fully appreciates, not only competition as to price but competi- 
tion as to the method of distribution, in which wholesalers, for ex- 
ample, in many areas of the country, are bypassed by manufacturers. 
I can say that we have adhered very carefully for over 40 years, for 
example, in our flooring division to a policy of strict distribution 
through channels in which the price is at it is stated. Everyone 
knows what it is and we meet competition. But I would say very 
quickly, sir, that our competition is on value as well as price, for, as 
our recently deceased chairman, Mr. H. W. Prentis, Jr., said many 
times, if a competitor meets your price then why should any cus- 
tomer buy your product? You must also have value considerations. 

So Mr. Chairman, your reference to service is extremely relevant. 

Might I also add that in the construction field competition is ex- 
tremely keen for the sale of materials on the contracting side. It has 
reached the point, Senator Clark, that in bid taking these days general 
contractors M0 not expect to get the bids from the subcontractors until 
perhaps 15 minutes before the deadline. 

It is hard for me to conceive of competition being more vigorous. 
Yet Iam sure that our system is not a perfect one. 

Senator Cuark. Thank you for that explanation. 

This leads me to the observation that you certainly need have no 
fear of this bill, because not under the remotest possibility would you 
ever be called down under its provisions for public hearing. 

Mr. Hoaptey. Senator, I accept that in the very sincere way in 
which you presented it. I would remind you, however, that a little 
more than 10 years ago our company was accused in a report of the 
Federal Trade Commission of having the highest so-called concentra- 
tion of productive facilities of any company in 26 selected industries 
in the United States. The entire reference was to linoleum. 

Senator CrarK. But that was an antitrust proceeding, was it not? 

Mr. Hoaptey. It was not an indictment as such. But a great deal 
of national publicity followed. Incidentally, may I say for the record 
that I personally joined Armstrong just about that time. Our people, 
however, are still very conscious that the data used in this report 
ignored the presence of several key competitors to which you have 
made reference, and, in addition, also assumed that all of our sales 
were in linoleum, which obviously was not the case. 
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Senator Ciark. If it was not an antitrust proceeding, it must have 
been before the Federal Trade Commission, was it not ? 

Mr. Hoaptey. It was. I am sorry I do not have more specific de- 
tails on this with me. 

Senator Crark. That is all right. 

Mr. Hoaptey. But I think all this will again explain to you the 
sensitivity we may have on this particular point. 

It is hard to see how setting one businessman against another and 
the public against business, how strengthening the divisive forces in 
society can contribute to economic stability or, frankly, the public 
interest. One clear-cut result will be a lessening of interest in risk- 
bearing by businesses of all sizes. 

We believe very firmly that risk taking, risk bearing, is an essential 
part of our enterprise system. We do not like to see anything impede 
risk taking. 

We also feel that a company that undertakes risk has a right to a 
reward for so doing. 

Senator CLtark. Of course, the real question involved is the extent 
to which the public interest is involved in these wage and price 
changes, and whether the Government, which represents the public, 
does not have some obligation in the national interest to at least de- 
termine what the facts are. 

On this I know we disagree, but I wanted the record to show that 
again how very mild and innocuous, in my opinion, this present tenta- 
tive approach is. 

Let me ask you this: Would you not agree that in a situation such 
as the one with which we were confronted about this time last year— 
I do not want to make steel the “whipping boy”—the public has a 
very real interest in the terms upon which the union and the steel 
companies settle their dispute / 

Mr. Hoantey. Senator Clark, I believe that the steel industry has 
been mentioned perhaps more in this hearing than any other, and 
certainly I am not an expert in steel. 

Senator CLrark. No. Neither am I. 

Mr. Hoaptey. A year ago I would venture the observation that the 
public was aware of an impending showdown in steel. I am cer- 
tainly sure that most business organizations were keenly conscious of 
this. I believe also that the public was increasingly interested as the 
date of the strike approached. The question which frankly I have is 
whether under the circumstances the facts, so-called, however sincerely 
and scientifically put together, would have basically influenced the 



























































































































































result. 
Now, this may well be matter in which we have, as you say, dis- 
agreement. 








Senator Crark. I think that is a perfectly tenable belief, and you 
could be right. But what I am trying to see is whether our minds 
meet at all in this field. And I ask you: Would you not agree that a 
condition in the steel industry—and T take that only because it is the 
handiest example; you could take the oil industry if you wanted to 
and possibly one or two others—in which there is a price increase and 
then a wage increase and then a price increase and a wage increase, 
or the other way around if you want to, wage increase ‘and then a 
price increase. Is there not some point at which those constant in- 
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creases in prices, whether or not attributable to wages, become a matter 
of national public concern / 

Mr. Hoaptey. Senator, I believe that the public has a very definite 
reason to be concerned about the growth and stability of the economy 
and any developments within the ec onomy which can impede those 
dev elopments. So I would say such concern is not an academic 
question. 

Senator Crark. Now, then, if the public has a concern, is it not 
legitimate to have that concern ventilated, and a determination made 
as to whether the concern is justified, by a democratically elected and 
selected government—which, after all, is the only way in which the 
public interest can be focused on a problem of this sort ? 

Mr. Hoaptey. I believe that is an extremely penetrating question: 
Specifically, how can the public be protected or helped in such circum- 
stances? 

My answer, Senator Clark, must be couched in terms of this “how,” 
with a strong reservation as to whether the procedure set up in this 
bill in effect would actually give the public the kind of helpful infor- 
mation which you have in mind. 

Senator Ciark. That I understand. But this bill may be no good, 
and that I am prepared to be shown. But is there not an obligation 
on the part of the elected Representatives of the people to see that the 
public interest is protected some way, somehow, through governmen- 
tal action in this area ? 

Or, on the contrary, do you believe that this is a field which should 
be left to the unregulated flow of a management-labor tug of war 
without any specific public interest involvement ? 

Do I make myself clear ? 

Mr. Hoaptey. Yes, you do, sir. 

I am very conscious of your position and conscious of your sincere 
interest to serve your constituents and the public at large. 

I must, however, say that I cannot agree with the thought that the 
alternative is an unregulated economy—with competition providing an 
undesirable mechanism in the economy. 

It would be certainly the chamber’s position that a better balance 
between management and labor is needed to prevent the shutting down 
for any extended periods of a large portion of the American economy. 
More specifically that balance would include some measure to put man- 
agement and labor on a more equal footing in negotiation. 

Senator CLarK. It would be your view, I assume—and tell me if I 
misquote you—that you think at the moment there is too much power 
on the labor side? 


Mr. Hoaptey. That, sir, is our feeling. Specifically because of in- 
dustrywide bargaining. 

Senator CLark. Would you then meet this problem, which we admit 
exists, solely through a revision of the power factors in the labor- 
management field, or do you perhaps think that some amendment to 
the Taft-Hartley Act would be a better way of getting at it? 

It has been our thought that this bill is a rather tentative and help- 
ful way of making a first step toward a solution of a problem which 
| understand you agree exists. 


Mr. Hoantey. Well, let me clarify my position as to the problem 
and its existence. 
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I believe there is a real question as to the dimensions of this entire 
“administered price” problem. The facts which have been cited thus 
far are certainly not to be taken lightly. On the other hand, it is 
certainly a considered judgment of someone like myself, that we do 
not have administered prices in an invidious sense across the Ameri- 
can scene. Therefore, in speaking of the problem, we are speaking 
about something that in our judgment is either some sort of collusive 
action or it is not of sufficient importance to the public to demand what 
we consider to be the kind of action this particular bill prescribes. 

Senator Crark. Would I be unfairly interpreting what you just 
said if i suggested that you in effect believe that to the extent there 
is a problem the present provisions of the antitrust laws can cope 
with it adequately ¢ ; 

Mr. Hoaptey. I would say that the antitrust laws in our judgment 
are being pursued as vigorously or more vigorously now than they 
have been for some time. Perhaps they should be stressed even 
more so, 

We consider this problem to be in that area and not to be the 
problem of the type that hearings and public debate on statistics 
would solve. 

Senator Ciark. I think you have a lot of support on your side in 
that regard. 

Mr. Hoaptey. Well, I think that is true. But I must say in pass- 
ing, Senator, that whatever views have been expressed by some other 
members of the statistical fraternity, the administered price thesis 
is not as widely accepted as suggested. 

In short, that the view I am expressing is one which is sincerely 
and rather extensively held. 

Even if costs were the only proper cause of price changes, calcu- 
lation of unit costs would remain a formidable and perhaps an in- 
superable obstacle to hearings. 

I am sorry to keep dwelling on this matter of statistical details, but 

erhaps itis my history as recent past president of the American 
Eatistical Association showing up. I also work with accountants as 
treasurer, so forgive me if I dwell on these problems. I do so ina 
most sincere way of trying to point out the vast complexities of try- 
ing to do what you sincerely have in mind. 

Senator CrarK. I think we will all agree, will we not, that at the 
present development of the art of statistics we are far from being in 
a situation where we can rely on them without any qualification ? 

Mr. Hoaptey. You and I can look at identical statistics and reach 
a different conclusion. 

With pure honesty and with full sincerity of belief. 

Senator Criark. Nevertheless, you would agree, would you not, 
that properly utilized they are a very great tool in search of truth? 

Mr. Hoaptey. I could not agree with you more. I would say a 
major requirement in my mind is that we have more and better public 
policy statistics, although I must admit that the science of statistics 
still has a long way to go to-provide the mechanism for giving better 
‘figures to the American public. 

When a firm has a large proportion of overhead to total costs, when 
it produces a wide and changing variety of physical products, when 
new products are constantly being added and old ones dropped, when 
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many products are undergoing continuous change in quality, when 
a substatnial share of costs is incurred for research, advertising, and 
so forth, calculation of unit costs for any one item becomes a quite 
arbitrary procedure as any competent account will admit. 

I call the committee’s attention to an article by Prof. William T. 
Hogan, University of Detroit, in the October issue of their law 
journal, on the subject of difficulties in the determination of unit 
costs of production. 

Even after rather lengthy testimony and months of study, the Sen- 
ate Subcommittee on Antitrust and Monopoly of the Senate Judiciary 
Committee in its report on steel costs and prices we believe made some 
very serious errors in ascertaining and comparing costs and prices. 
This is brought out, I believe, in ‘the study on measurement of em- 
ployment costs and prices in the steel industry by H. R. Wood in the 
Harvard Review of Economics and Statistics, November 1959. 

If Mr. Wood’s analysis is correct, it suggests the enormous diffi- 
culty of ascertaining both costs and prices. Therefore, it suggests that 
the facile implication of this bill as to ease of ascertaining facts is 
seriously misleading. 

There are, of course, many determinants of price other than a 
firm’s own costs. 

But even if all the facts of the past are in, they would not be 
enough. Firms are concerned about their sales and profits in the 
future. Prices must take into account expectations of future economic 
conditions over a fairly prolonged period of time. Present costs and 
demands may be of some help in estimating future trends, but they 
are never enough, and sometimes actually of little relevance. 

Yet experience has shown that Government regulation —. in- 
variably ignores the future. No one, including the President, can 
foresee the economic future of any particular firm—or I might ae 
industry—with the degree of certainty he would be expected to have 
under this bill. 

Nevertheless, business management must plan ahead and accept the 
risk involved. The President ‘could, however, by holding hearings as 
proposed by S. 2382, influence expectations adversely and introduce 
still more risks. 

Some price increases and wage increases may threaten the stability 
of the general price level even though they are fully justified by 
economic conditions. It is not clear to us according to the wording 
of S. 2382 whether or not national economic st: ibility is identified 
with stability of the general price level. 

All the problems of identification of price increases threatening 
economic stability, of defining economic stability, of determining 
guidelines for distinguishing “between approved and disapproved 
price increases, and wage increases, we believe, are ignored in the 
text of the bill, and, hence, simply thrown in the lap of the President. 

Therefore, Mr. Chairman, we conclude that the Nation is better off 
in relying on competition to determine prices rather than to resort 
to the devices of this bill. 

Senator CLark. Thank you very much, Mr. Hoadley. 

Senator Capehart ? 
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Senator Capenart. Do you think there is any point where the Fed- 
eral Government should take any recognition ‘of the price and wage 
increases; the general level of the price structure in the country / 

Mr. Hoaptry. Senator Capehart, I believe the Government has 
had for a long time a deep interest in the matter of measurement of 
changes. ( ‘ertainly there are some extremely conscientious and com- 
petent people in the statistical side of the Government. You your- 
self mentioned this morning very properly the matter of information 
being made available. 

My concern, sir, over the years, has been as to whether there was 
really enough such interest on the part of top Government officials 
to get at the facts as to what is going on in the economy. Therefore, 
I find myself in sympathy with the objective of increasing public 
understanding. I would say, however, that when there have ‘been in- 
quiries as to the improvement of many genera] public policy statistics 
there has been relatively little interest on the part of the men repre- 
senting most sections of ‘the country. 

I can only refer you, sir, to the field of construction with which I 
am most familiar. 

I have a suspicion that some tremendous progress will be made 
now that one agency of Government is preparing the statistics. 

I think it is certainly an unfortunate situation th: at public policy 
has to be and has been for some years rooted in statistics which every- 
one in the profession freely concedes are woefully weak. 

Now, therefore, in answer to your question, specifically I think 
the public has the right. to expect from Government measurements in 
the field of wages, for example. I think we must have better infor- 
mation on the ‘fringe costs. I understand this information may be 
forthcoming. 

The whole area of salaries is perhaps relevant. 

In the field of prices I call your attention to the information I 
presented here on value. 

So that I am not in any sense saying that this problem is beyond 
the interest of you gentlemen so far as information is concerned. 
What I am concerned with is the question of how this would be ob- 
tained and used. 

Senator Caprnarr. Of course, I am not so certain that we ought to 
interfere with it. 

Mr. Hoaptey. Well, the interference 

Senator Carenart. I am locking for information. 

Mr. Hoaptey. Yes. 

Senator Capenart. For example, I am one who feels that we made 
a mistake in injecting the Government into the steel strike settlement. 

However, unfortunately, we have the Government in so many 
yhases of business and labor at the moment and there are so many 
ion on the subject, one conflicting with the other, it causes a situa- 
tion that calls, possibly, for more laws, and more Government regula- 
tion. Iam beginning to wonder when we should quit and consolidate 
what we are doing. “How far we should go or not go. 

_ As I tried to bring out this morning, we have this new matter of 
doing business on credit in the United States, new laws governing the 
regulation of credits. Do we need them? Or do we have sufficient 
And what is causing our inflation? Can private industry handle it 
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without Government help? Because everybody is against this contin- 
uous inflation. It is dangerous. 

Can business handle it without help from Government? Should 
Government stay completely out of it? What is it caused by? Is it 
caused by too much credit, too much money? Is it caused by too 
many laws, too many private groups being protected here and there, 
too much labor legislation, this, that or the other thing? Is it a con- 
glomeration of a ‘lot of things ‘that j is frustrating all “of us and con- 
fusing all of us with the end result that prices go up, wages go up, 
inflation goes on, the national debt goes up and private debt goes up, 
and we end up like a dog chasing its tail ? 

Have we sort of arrived at that point now in the operation of our 
Government and in the operation of business? And what should we 
do, if anything? 

I think this whole subject is very, very serious. 

Mr. Hoaptey. Yes. 

Senator Carpruarr. And it must be so accepted. It cannot be taken 
lightly. 

I think someone is going to have to come up with the answer. 

The answer might well be for the Government not to do anything; 
let private industry handle it. Of course, you know I am a thousand 
percent a private industry man. 

But we talk about it all the time and get in it but what is the end 
result going to be? 

I remember sitting in this same spot years ago when we were talk- 
ing about OPA and OPS and getting rid of price controls and wage 
controls, which I was in favor. of—getting rid of them. I was told 
that big production would reduce prices. 

But today we have the biggest production in the history of the 
Nation and the highest prices; and we likewise have the highest 
costs too. 

Mr. Hoaptey. Yes. 

Senator Carenart. I am not blaming anybody. What I am ask- 
ing: When will it stop? Or should it stop? And how are we going 
to stop it? And what is it all about? And what is contradicting this 
philosophy that I was taught over the years that big production 
would reduce prices and bring costs down? It has not done it. 

I think I know some of the reasons why it has not, but that is not 
doing much good. Things are still going up and up. Everything is 
higher than it was exe ept farm produc ts. Of course, they are much 
lower. 

What should we do? What can we do, if anything? 

You represent a great organization, and all the witnesses before us 
represent great organizations. They have lots of intelligence within 
their organizations. Maybe we can get some concrete examples of 
what we should do. 

Maybe it should not be anything. But what should we do? 

And another question is: Is inflation a good thing? I think a lot 
of people think so. I think people are beginning to maybe enjoy in- 
flation. They buy something and find 6 months later it is worth 10 
or 15 percent more than it was when they bought it, and they like it. 

I am just wondering if we maybe are not going to have to live 
with it. 
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But 1 think the problem then becomes keeping every segment of the 
industry and the economy in balance with the other. 

[ would suppose a dollar for a lead pencil would possibly be all 

right if everybody’s salary and everybody's earnings, et cetera, were 
in - conformity with a dollar for a lead pencil. I guess it would be 
all right if everything was in balance. 

But the trouble with inflation is that the people on fixed incomes, 
annuities, fixed wages, and so forth, cannot get out from under 
They suffer as a result of inflation. 

People in business can raise their prices. Labor organizations who 
have power to force a wage increase possibly share fairly well in an 
inflational spiral. 

How are we going to protect and defend those that are unable to 
raise their prices, raise their wages? I think those are the problems. 
They are not easy, and I do not pretend to have the answers to them. 

But as a member ofthis committee, as a Member of this Congress, 
I do feel some responsibility. I get a lot of letters on the subject 
from people chewing me out on it and wanting me to do something 
about it. 

But those are the problems, and I wish someone would be wise 
enough to come before this committee some day with a positive 
answer to these questions, or part of them, rather than take a nega- 
tive position. 

I do not mean that your testimony is negative, or others necessarily. 
But the purpose of this hearing, of course, is these specific two bills. 

Mr. Hoaptry. Yes. .. 

Senator Carenart. And that is what you have been directing your- 
self to. 

Mr. Hoaptey. Yes. 

Senator Cargenart. But it is really a bigger question than these 
two bills. 

Mr. Hoaptey. That is right. 

Senator CLarK. Senator Bush? 

Senator Busu. No questions. 

Senator Ciark. Senator Bennett ? 

Senator Bennett. No. 

Senator CLark. Thank you very much, Mr. Hoadley. 

I wonder if you would just put in the record a paragraph about 
what your experience was before you went with Armstrong Cork. 

Mr. Hoaptey. I would be glad to. 

Senator CLark. ITamcurious. You are such an able witness. 

Mr. Hoaptry. Well, thank you very much, sir. Do you want me 
to put it in now? 

Senator CiarK. Yes. 

Mr. Hoaptey. Senator Clark, I am a native of California. I was 
educated in San Francisco, graduated from high school in 1933, be- 
came interested in economics because my father was out of work 
for nearly 3 years, went to the University ‘of California, graduated in 
economics, finished up eventually at the end of the war a Ph. D. in 
economics, originally thought I would be a teacher, enjoyed that 
thoroughly, still enjoy lecturing when I have the opportunity. 

However, I felt that I could do better research if I could get closer 
to what IT thought was the reality of economic life. TI thought I 
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learned in the thirties some of the solutions that were then available 
to solve the problems that Senator Capehart has just mentioned. 
Frankly, I was disillusioned. Many of us thought we could solve 
in evening seminars at the University of California the problems 
which are ‘still with us. 

I then went to the Federal Reserve Bank of Chicago where I was 
senior economist. And one day some 10 years ago the phone rang 
and shortly thereafter I became a resident of Lancaster, Pa. 

Senator CiarK. And here we are. 

Mr. Hoaptey. And here we are. 

Senator CLark. Thank you very much, sir. 
(Mr. Hoadley’s prepared statement follows:) 























HOADLEY, CHAMBER OF COMMERCE OF THE UNITED 
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STATEMENT OF WALTER E. 





Iam Walter E. Hoadley, treasurer of the Armstrong Cork Co., Lancaster, Pa. 
I am a director of the Federal Reserve Bank of Philadelphia and a practicing 
economist. I am appearing today at the invitation of this subcommittee to 
present the views of the Chamber of Commerce of the United States on proposed 
amendments to the Employment Act of 1946. 

The Chamber of Commerce of the United States recommends that the Com- 
mittee on Banking and Currency approve S. 64 (Senator Bush). 

The Employment Act of 1946, as its name indicates, stresses one feature to 
the relative neglect of other aspects of a healthy economy. This imbalance 
was understandable at the time of its enactment, in the immediate postwar 
period. At that time, Congressmen, economists, and the general public were 
deeply worried at the prospect of serious declines in employment and output 
resulting from the demobilization of more than 10 million members of the 
armed services and the problems of conversion to peacetime use of our man- 
power and industry. 

The law was oriented to depression and economic stagnation. Generally 
accepted interpretations of the wording of the Employment Act since then, and 
the current policies of the administration, have tended to correct the imbalance 
in the language, in keeping with changes in problems and priorities. But a 
clear mandate to include the integrity of the dollar is lacking among its stated 
goals. 

S. 64 gives formal recognition to the balanced emphasis on goals. The 
amended act would then include a broad statement of policy, acceptable to 
most people and applicable indefinitely, instead of a reflection of hectic days 
of reconversion and unspoken memories of the 1930’s. 

The explicit inclusion of relatively stable price levels as one of our national 
objectives, together with maximum employment and production, renders the 
objective of maximum purchasing power virtually superfluous, inasmuch as it 
is already implicit in maximum employment, production, and stable price levels. 
The chamber, however, has no objections to its retention. We do not believe 
that stability of price levels as a goal should be set above the other objectives. 

On the other hand, the chamber opposes enactment of S. 2382. The chamber 
is in full sympathy with the objective of the preservation of national economic 
stability and of discouraging inflationarv price increases. But it does not 
believe that the methods proposed by S. 2382 would accomplish this purpose. 

S. 2382 would not be merely an amendment of the Employment Act: in its 
effects, it would be a repudiation of the act’s declaration of policy, which is 
“to promote maximum employment, production, and purchasing power * * * in 
a manner calculated to foster and promote free competitive enterprise and the 
general welfare.” 

S. 2382 inserts “(including the concept of sustained growth)” as an elucidation 
of the policy goal of maximum production. While economic growth is some- 
times accepted as an implicit qualification of the policy goal covered by the ex- 
pression “maximum production,” it should be made clear that there is no neces- 
sary connection between maximum production and growth. Maximum produc- 
tion, depending upon the distribution of output between consumption and invest- 
ment, is perfectly compatible with no growth. We favor defining “maximum 
production” to include economic growth, but we do question the expression “sus- 
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tained growth,” if it is interpreted to mean either uninterrupted growth or 
growth at a steady rate. We believe that growth at a fairly steady rate over 
any extended period is impossible and should not, therefore, be made a policy 
goal, and that even uninterrupted growth is highly unlikely. We would not 
object to the concept of “sustainable” growth. The rate of growth depends on 
many factors: the rate of growth in population and labor force, the level of 
savings and investment, the rate of technological progress, the level of economic 
activity. All these fluctuate; none can be fully stabilized. 

Therefore, the rate of economic growth in a free society and indeed in any 
economy is uneven. The attempt to eliminate all fluctuations in growth rates is 
not compatible with a free competitive economy, for these fluctuations are among 
the adjustments to change in a healthy, flexible economic system. We should not 
set up unattainable goals; but we should strive diligently to attain possible 
goals. 

S. 28382 inserts the expression “(including the concept of reasonable price 
stability)” as a parenthetical clarification of the policy goal of “maximum 
purchasing power.” If this expression were changed to “reasonable price level 
stability” or “reasonable stability of the purchasing power of the dollar” it would 
become more meaningful and realistic. 

Price stability and price level stability, however, are entirely different con- 

cepts. Stability of individual prices is incompatible with the goals of maximum 
employment, production, and purchasing power. Prices of particular goods and 
services must be free to adjust upward or downward to changing supplies, de- 
mands, costs, and competitive conditions, including international prices. If they 
lose their flexibility, adjustments will be made via fluctuating employment, out- 
put, and real purchasing power instead. The price level at any moment is 
the result of many prices, some moving up, some down, some stationary. It is 
the stability of the general price level which more properly is a matter of 
public concern. SS. 2382, it should be noted, along with its other shortcomings, 
mentions only price increases and completely ignores price decreases; hence 
logically it cannot be regarded as a balanced effort to promote price level sta- 
bility since it deals with only one side of the problem. 
S. 2382 would require the President to include in his annual Economic Report 
“in quantitative terms, the level of employment, production, and purchasing 
power which he deems ‘maximum,’ and current and foreseeable trends.” This 
requirement is far from clear. 

It appears to be an attempt to compel the President to fix definite quantitative 
“targets” for the coming year. If so, it is dangerous and unwise. During the 
year, as various economic components deviated from earlier targets, there would 
be great pressure for Government action to convert “targets” into reality. 
There is real danger that the “targets” would become an arbitrary blueprint 
and timetable which the Government would try to enforce on the economy. 
Such a procedure would inhibit economic growth and would not “foster free 
competitive enterprise” as required by the act. 

In fact neither the President nor anyone else can predict the future course 
of economic events with the accuracy implied in this section of S. 2382. To set 
quantitative targets for aggregative variables—employment, prices, income, and 
output—-would require making endless and equally dubious estimates of the 
various components thereof, inctuding consumer demand for durables, non- 
durables, and services; private investment in capital equipment and inventories, 
plant and housing: Federal, State, and local government demands. It would 
also require accurate foresight on such matters as world tensions, the prospects 
of localized military conflicts, and the size of crops in some cases both at home 
and in foreign producing nations, and many other legendary feats of prophecy 
or control. Neither the President nor any of his administrative agencies can 
be given the gift of prophecy by act of law. 

It is one thing to ask the President to base his report on a consistent set of 
assumptions or estimates, allowing him some necessary latitude in the range 
of estimates. It is quite another to require him to make precise forecasts or 
set rigid goals for the economy. Forecasts themselves influence the actual 
course of events by stimulating speculation and hedging activities and thus 
~ defeat the initial objective. 

S. 2382 would further require the President in his Economic Report to spell 
out monetary and credit policies in his review of the preceding year and in his 
program and recommendations “to the same extent as all other policies affecting 
employment, production, and purchasing power.” It is inconceivable that the 
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Economic Report could be written in compliance with the act without reference 
to monetary and credit policies. However, to require that the President spell 
out in detail his recommendations with respect to future monetary and credit 
policy and for the Federal Reserve Board to state additionally its disagreements 
with the President’s views, as contemplated by the bill, would create an almost 
impossible situation for the determination of any constructive policy. The Fed- 
eral Reserve authorities have already expressed their criticism of this provision 
of the bill, and we concur. 

The section of 8S. 2382 which causes greatest concern to us is the final pro- 
Vision that “The President, directly or through any Federal agency he desig- 
nates, shall hold public hearings concerning (a) price increases, prospective or 
actual, which in his judgment appear to threaten national economic stability, 
and (b) wage increases, prospective or actual, and the relationship of the price 
increases thereto, which the firm involved declares to be a cause of the price 
increases. * * * He shall issue factual summaries of such hearings, and, where 
he deems it advisable, issue advisory statements.” This requirement, innocuous 
as it seems or beneficent in its concern for economic stability, is almost guaran- 
teed to destroy our economic stability as well as impair our growth at a time 
when the Communists have declared economic war on us. Furthermore, in 
intent as well as in effect, it would do perhaps irreparable damage to free com- 
petitive enterprise. Since the act now declares it to be the policy of the Federal 
Government to foster and promote free competitive enterprise, the above re- 
quirement is inconsistent with and flatly contradictory to the act. 

Price control by hearings, publicity, factfinding, and advisory statements is 
still price control. No one can argue that it would have no effect on prices; if 
it had none the procedure would be pointless. Even if ineffectual with respect 
to prices, this procedure would have harmful consequences on business morale, 
prestige, initiative, risk-taking, and efficiency. In a free-market economy indi- 
vidual prices and wages must be free to move up and down to reflect relative 
scarcities, shifts in demand, changes in costs, new technology, if prices are to 
perform their essential functions of the allocation of resources. 

The bill moreover contains no economic or statistical criteria for determining 
whether particular price or wage increases are consistent with stability of the 
general price level. Even if particular price or wage increases did appear to 
contribute to inflation in a statistical sense, they would not necessarily be the 
cause of inflation, but rather the symptoms of inflation. We cannot assume that 
existing prices or wages are in every significant case the proper prices or wages, 
and that any increase is improper. Some existing prices and wages are undoubt- 
edly out of line in one direction or another. Increases in certain prices may 
be called for in the future simply to bring them back into line with other prices 
whose increase has not been deemed to threaten national economic stability. 

Inflation is characterized just as much by prices which don’t fall, as by prices 
that rise. We cannot inhibit price changes in one direction only, without dis- 
turbing the equilibrium of the general price level. 

The most important markets are the markets for labor, and the most impor- 

tant components of prices are wages, for labor constitutes roughly 7 percent of 
all costs and final product prices. Yet, there is no provision in S. 2382 for 
hearings on wage increases which threaten national economic stability, except 
insofar as firms selected for investigation as threats to economic stability claim 
that wage increases, actual or prospective, are a cause of their price increases. 
The chamber does not advocate such revisions, nor would it be in favor of the 
bill if they were included. Again, there is no mention of possible adverse effects 
of rigid wages, where wage cuts might be called for in the interest of reallo- 
cating labor and encouraging reemployment. 
S. 2382 would, to some extent, actually contribute to inflation, for its enactment 
would undoubtedly prevent some price reductions which otherwise would take 
place. Since no business can really know its future costs, any barrier to raising 
prices in the future, should conditions change or costs rise, would thwart price 
reductions. The bill in this respect would defeat its own ends. In effect, the 
bill would tend to make prices more rigid, rather than stabilize price levels, by 
increasing price rigidity downward as well as upward. The effect would not 
be limited to large firms considered to have significant impact on national 
economic stability. If only one company were deterred from raising prices, 
both large and small competitors also would be unable to raise their prices, no 
matter what the cost pressures or demand, lest they lose their customers. 
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In addition there is the very practical problem of measuring actual price 
changes. Products are constantly changing in function, in performance charac- 
teristics, in quality. Price is but one of many dimensions of a product. Any 
procedure which reduces price flexibility increases the reliance on changes in 
quality and other adjustments to changing economic circumstances. In a period 
of upward price pressures, the effect of potential price hearings would clearly 
be an accelerated deterioration in product quality or a reduced rate of improve- 
ment in product quality. This was our wartime experience under price controls. 
Price surveillance, like its first cousin, price control, if it is to be effective, must 
quickly lead to controls over product specifications and quality.’ 

Any firm selected to face public hearings on price increases, regardless of the 
merits of its case, would almost certainly experience an unfavorable reaction 
from the investing public. This in turn would lead in due course to restricted 
access to external funds for further expansion. A similar adverse effect on the 
securities and future growth of the general industry under surveillance could 
also be expected to follow. 

The growing interest of American companies in oversea manufacturing and 
related operations, as well as the rising desire of U.S. investors to acquire securi- 
ties of foreign companies, is now a matter of record. This trend is not taken 
lightly. More and more people in our country are comparing manufacturing and 
investment opportunities and regulatory problems here with those in other na- 
tions. As our Government intervenes or seeks to intervene more and more in 
the free market activities of American business, an acceleration of the move- 
ment to a larger oversea investments can be anticipated. This will be especially 
true in countries which have tried intervention and control without success and 
are now giving business greater freedom and encouragement. The cost to ihe 
American economy can only be a slowup in our growth rate. 

S. 2382 would weaken competition, create new problems of antitrust enforce- 
ment, and reduce the bargaining power of large firms relative to labor unions. 
The hearings on price increases would make public confidential data and future 
plans and expectations. This information, of great value to competitors and 
labor unions and susceptible to misuse by them, would be given them gratis. 
Any shifting of bargaining power from management to labor unions is an in- 
fluence in the direction of inflation. The reluctance of a company to raise prices 
has never deterred unions from making demands for higher wages. 

The discretionary power of the President or his designated agents to select 
particular firms for public hearings is the power to harass without necessarily 
serving any public interest. Moreover, anyone sitting in judgment would face 
the impossible task of evaluating by some objective means how justified one 
company’s prices may be. Endless debates are now carried on continuously 
within firms as to the most appropriate methods of cost-profit margin and price 
determination. Attempts to make economic comparisons between companies or 
industries on a detailed basis almost invariably lead to confusion and distrust. 
Close comparability seldom exists. General comparability can have no real mean- 
ing and is grossly unfair to firms challenged in hearings. It is hard to see how 
setting one businessman against another, and the public against business, how 
strengthening the divisive forces in society can contribute to economic stability 
or the public interest. One clear-cut result will be a lessening of interest in risk- 
bearing by businesses of all sizes. 

S. 2382 provides for hearings on wage increases, actual or prospective, when- 
ever these are given as a cause of price increases, by firms whose price increases 
prospective or actual, are made the subject of public hearings. Wages, like 
prices, are only one dimension of products. Work rules are another and im- 
portant dimension. Labor costs per unit of output can vary independently of 
wage rates, either up or down. 

Wages, however, are not the only costs of production. Even though for the 
economy as a whole wage costs are 70 percent of total costs, direct labor costs 
for many firms are a small percentage of total costs (although indirectly wages 
are incorporated in the prices paid by the firm for its materials, equipment, util- 
ities, ete.). 

Even if costs were the only proper cause of price changes, calculation of 
- unit costs would remain a formidable and perhaps an insuperable obstacle. 
When a firm has a large proportion of overhead to total costs, when it pro- 


1See “Administered Prices and Inflation: Some Public Policy Issues,’’ Chamber of 
Commerce of the United States, 1959. 


2 See ‘‘Price Control and Inflation,’’ Chamber of Commerce of the United States, 1959. 
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duces a wide and changing variety of physical products, when new products 
are constantly being added and old ones dropped, when many products are 
undergoing continuous change in quality, when a substatial share of costs 
is incurred for research, advertising, etc., calculation of unit costs for any 
one item becomes a quite arbitrary procedure as any competent accountant 
will admit. (See for instance Prof. William T. Hogan, S.J. “Difficulties in the 
Determination of Unit Costs of Production,” in the October 1959 issue of the 
University of Detroit Law Journal which discusses the problem of measur- 
ing unit costs in the meatpacking, automobile, and steel industries.) 

Even after lengthy testimony and months of study, the Senate Subcommit- 
tee on Antitrust and Monopoly of the Senate Judiciary Committee in its re- 
port on steel costs and prices made some very serious errors in ascertaining 
and comparing costs and prices. This is thoroughly shown in the recent study 
by H. R. Wood “The Measurement of Employment Costs and Prices in the 
Steel Industry” (The Review of Economics and Statistics, Harvard University, 
November 1959). If Mr. Woods’ analysis is correct it suggests the enor- 
mous difficulty of ascertaining both costs and prices: it suggests that the 
facile implication of this bill as to ease of ascertaining facts is seriously 
misleading. 

There are many determinants of prices other than a firm’s own costs. These 
include prices of competitors, including producers of substitute products, both 
domestie and foreign. They include conditions of demand, and shifts of de- 
mand. They include the threat of new competition. Finally, they include the 
risks of prosecution under existing laws, the risks of inviting additional public 
survellance or regulation, and possible adverse public opinion in case of price 
increases. 

Even if all the facts of the past are in, they would not be enough. Firms are 
concerned about their sales and profits in the future. Prices must take into 
account expectations of future economic conditions over a fairly prolonger 
period of time. Present costs and demands may be of some help in estimating 
future trends, but they are never enough, and sometimes of little relevance. Yet 
experience shows that Government regulation almost invariably ignores the 
future. No one, including the President, can foresee the economic future of any 
particular firm with the degree of certainty he would be expected to have under 
this bill. Nevertheless business management must plan ahead and accept the 
risks involved. The President could, however, by holding hearings as pro- 
posed by S. 2382, influence expectations adversely and introduce still more risks. 
Since no one can determine in the present whether the long-term plans made 
by individual business firms will prove sound, no one can really judge whether 
prices based largely on such expectations and plans are appropriate. 

Some price increases, and wage increases, may threaten the stability of the 
general price level even though they are fully justified by economic conditions. 
It is not clear according to the wording of S. 2382 whether or not national 
economic stability is identified with stability of the general price level. 

All the problems of identification of price increases threatening economic 
stability, of defining economic stability, of determining guidelines for distin- 
guishing between approved and disapproved price increases (and wage in- 
creases) are ignored in the text of the bill, and hence simply thrown in the lap 
of the President. 

We conclude that the Nation is better off in relying on competition to deter- 
mine prices, rather than to resort to the devices of this bill. 


Senator CLark. Our next witness is Mr. Robert A. Gilbert, repre- 
senting Investors League, Inc., of New York City. 

Mr. Gilbert, will you please proceed in your own way? Would 
you like your statement put in the record ? 


STATEMENT OF ROBERT A. GILBERT, DIRECTOR, INVESTORS 
LEAGUE, INC., NEW YORK, N.Y. 


Mr. Gitzert. If you please, sir. 
Senator Crark. It will be printed in the record in full, and you 


just hit the highlights or tell us anything else you would like to 
have us hear. 
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Mr. Giteerr. Well if you will give me permission, I would like 
to go through it. It is not too long. And I will interject a few 
thoughts that I have had while listening to the testimony. 

Senator CLark. Go right ahead. 

Mr. Gitpert. My name is Robert A. Gilbert. I am a director of 
Investors League, Inc., with national headquarters at 234 Fifth Ave- 
nue, New York, N.Y. The Investors League, Inc., is a nonprofit, non- 
partisan, voluntary membership organization of investors, small and 
large, residing in every State of the Union. 

Senator CLarK. How many members do you have? 

Mr. Gizgert. Oh, about 50,000 I think. 

Senator Ciark. Mr. Gilbert, you are a director of the league, but 
do you have some other business ¢ 

Mr. Gitpert. Oh, yes. Well, the league is not a business with me; 
itis an avocation. I happen to be in the investment research business 
on international situatiens, and my clientele are professional investors 
such as stock exchange houses, investment trusts, and banks. 

Senator CLark. Are you with a firm ? 

Mr. Giupert. I have my own office. 

Senator Ciark. Thank you. 

Mr. Gitpert. Iam a consultant. 

May I add something to this statement ? 

Senator CiarK. Yes, indeed. 

Mr. Gupert. I think it is no light matter to consider this situation 
as a trivial bill or as something that is in the public interest to any 
great extent. In my business connections I have studied the econo- 
mies of many nations around the world and been associated with some 
economists who have been employed by people like the British Gov- 
ernment to straighten out sterling and that sort of thing. And the 
dollar is already at a discount in 14 nations of the world. 

This bill tends to persecute private enterprise, and private enter- 
prise is our bread. We are losing gold. We are losing trade. Our 
costs are uncompetitive. This bill would make it very difficult for 
industries to reduce prices. It is going to have a reverse effect as so 
many socialistic measures have of its goal, fine as that goal may be. 

And it is going to be, therefore, a stone around the neck of interna- 
tional businessmen. They can never afford to reduce their prices 
under this situation because they will have to take what they have and 
set it up as a reserve against an unfair action some day when a politi- 
cally popular wage increase cannot be recouped. 

And so we would be stuck in the mud by this type of regulation at 
a time when our prices compared to others—other nations 
uncompetitive. 

We are importing automobiles. We are importing textiles. Their 
costs are far below ours. And here you are going to put us in a rigid 
price structure situation which will make it very difficult for business 
to maneuver. 

So I think that the committee should study some of the interna- 
tional costs and prices and effects of this sort of thing abroad as well 
as in our own country. It is all in the record. We do not have to 
guess. Other nations have tried this. France has tried to regulate 
profits and prices for a long time, and they failed. They killed the 
franc. And here we are killing the dollar. 





are highly 








"HTL TH 


wel 
you 
she 
cor 


a Bam, bel 


ha 


sal 


UNEMPLOYMENT ACT AMENDMENTS 219 


Senator Crark. Thank you, Mr. Gilbert. 

Senator Capehart ¢ d 

Senator Capenart. I have just been informed by the staff, since we 
were talking about the Kremlin and Khrushchev a minute ago, that 
you are sitting in the very spot and on the very chair that Khru- 
shchev sat in some months ago when he appeared before this 
committee. 

Mr. Gitpert. Khrushchev sat here ? 

Senator Carpenart. In that very chair. 

If any of you witnesses object to sitting in the same chair, we will 
have it moved. But you are sitting in exactly the same spot and the 
same chair. 

Senator Busu. Mr. Chairman, may I comment on that ? 

Senator Ciark. You certainly may, sir. 

Senator Busu. I was here that day. 

Senator Ciark. So was I. 

Senator Busy. I would have to correct the Senator’s statement to 

say he is sitting where Khrushchev sat. I was sitting over there 
where the gentleman from New York is. 

Senator Capenart. Let me s say this: That I was opposed to Khru- 
shchev coming over here. I was opposed to him being in this room. 
And as a member of the For eign Relations Committee T was not pres- 
ent. Buta member of the staff a minute ago told me that was the very 
chair and the very spot. 

Senator Busu. Wrong staff. 

Senator Carpeuart. I was opposed to him being in this room or even 
being in the United States and said so publicly. So I am not saying 
something that I did not say publicly. 

Mr. Gitpert. He is not known for his veracity I guess. 

Senator Carenart. But that was interesting. I could not help but 
comment about it, because the gentleman did appear in this very room 
and did sit in one of these chairs around here on one side of the table 
or the other. 

Senator Ciark. Senator Bush / 

Senator Busu. Mr. Chairman, owing to our schedule I am not 
going to get Mr. Gilbert off into questions that his discussion has 
raised, particularly respecting our seemingly increasing disadvan- 
tageous position vis-a-vis our friends abroad or in international trade. 

But I am very much impressed with his convictions about that 
and share some of them. I am especially interested that he thinks 
this bill, which he doesn’t like, is one which would further promote 
our disadvantage in that respect, and I take it by influencing prices 
toward higher levels rather than otherwise. Is that right, Mr. 
Gilbert: ? 

Mr. Giupert. Yes, sir. I think business would be afraid to reduce 
its prices because this sort of regulation when tried in other countries 
has inevitably squeezed their profits sooner or later. Politically pop- 
ular labor unions have got wage increases and held down the price, 
as Reuther and the boys have said here recently. So if business have 
a price they would otherwise like to reduce they would probably keep 
it and set up the extra earnings against the day they lost a political 
battle, and Sone that point you move on to the consideration: Well, 
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should we regulate everything? And if we do that we know the end 
of that road. 

So I think that we had better trust competitive business for a while 
longer before we condemn it. 

Senator Busu. I am not going to pursue this, but I thank you for 
those special observations. I am inclined to agree you are right. I 
had not thought of the bill in those terms, although I had not favored 
it. I did not think of that angle, which is a very important angle and 
which is going to be an increasingly important angle in connection 
with our whole economic life I think. 

Mr. Gipert. I agree with you wholeheartedly. 

Senator Crark. Thank you very much, Mr. Gilbert. 

(Mr. Gilbert’s prepared statement follows :) 


PREPARED STATEMENT OF ROBERT A. GILBERT, DIRECTOR, INVESTORS LEAGUE, INC. 





Mr. Chairman and members of the committee, my name is Robert A. Gilbert. 
I am a director of Investors League, Inc., with national headquarters at 234 
Fifth Avenue, New York, N.Y. The Investors League, Inc., is a nonprofit, non- 
partisan, voluntary membership organization of investors, small and large, 
residing in every State of the Union. On behalf of our many investor-members, 
I wish to thank you for the privilege of appearing before this committee for the 
purpose of presenting the viewpoint of American investors on S. 64 by Senators 
Bush, Bennett, Capehart, Clark, and Proxmire, and on S. 2382 by Senators Clark, 
Proxmire, Byrd (W. Va.), and Randolph. 

We urge you, gentlemen, to report favorably on S. 64 which provides that the 
Employment Act of 1946 be amended “to make relative stability of prices an 
explicit aim of Federal economic policy.” 

The Employment Act of 1946 is worded in such loose fashion that it can be, 
and has been, subjected to Serious misinterpretation. In section 2 of this act, the 
Congress declared “that it is the continuing policy and responsibility of the 
Federal Government to use all practicable means consistent with its needs and 
obligations and other considerations of national policy—to coordinate and 
utilize all of its plans, functions, and resources for the purpose of creating and 
maintaining, in a manner calculated to foster and promote free competitive 
enterprise and the general welfare, conditions under which there will be afforded 
useful employment opportunities, including self-employment, for those able, 
willing, and seeking to work, and to promote maximum employment, production, 
and purchasing power. 

This section of the act could be interpreted, by those desiring to do so, to mean 
that Congress has mandated the Federal Government to seek to attain these 
objectives regardless of cost, even by resorting to grandoise public spending 
schemes paid for by heavy deficit financing and currency debasement, which in 
the long run would completely defeat the attainment of the objectives of the 
act on a sustained basis. For instance, Government actions that were to result 
in a violent increase in the price level would tend to price American manufac- 
tures out of the world markets and bring on the very kind of unemployment 
that the act otherwise seeks to prevent. 

Whenever a recession is threatened, whether or not it ever materializes, Con- 
gress becomes flooded with dangerous legislative proposals of a highly infla- 
tionary character, and with further demands for Socialist controls over prices, 
profits, and wages. Where these legislative demands are heeded, they become 
frozen into our economy on a permanent basis, long after the emergency has 
ended. 

S. 64 would remedy the defect in section 2 of the Employment Act by adding 
the following paragraph to the section: 

“The Congress further declares that the foregoing objectives must be attained, 
if they are to be meaningful, in an economy in which the level of prices remains 
relatively stable under free competitive enterprise.” 

' Section 3(a) of the present act providing for the transmission of an Annual 
Zconomic Report by the President to the Congress with his legislative recom- 
mendations deemed desirable to implement the objectives of section 2 of the act, 
would be amended by S. 64 to provide that the Economic Report should include 
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a review of “current and foreseeable trends in price levels prevailing in the 
economy and the steps, if any, which have been taken to counter inflationary 
pressures arising within the economy.” 

Section 4(a) and 4(c) likewise would be amended by S. 64 to provide that 
the President’s Council of Economic Advisors created by the act, be instructed 
to consider the maintenance of a “relative stable price level under free competi- 
tive enterprise” in connection with their recommendations for formulation of 
national economic policy. 

It is our considered opinion, gentlemen, that H.R. 64 is a bill in the highest 
national interest. It is especially commended by its bipartisan sponsorship. It 
is a dispassionate bill, designed by prudent men to bring sober reason to bear 
upon the grave problems facing this Nation. This bill is especially commendable 
in this critical election year because it bears no trace of an emotional appeal to 
our all too-human electorate. This approach to legislation through reason com- 
prises the stuff of which dedicated statesmen are made. 

It could well be, gentlemen, that enactment of H.R. 64 would do more than 
any other legislation proposed before this Congress to cure at the very core, the 
eancer of inflation that threatens the exisence of he American economic system 
based upon freedom of enterprise which, while far from perfect, has brought 
us, so far, the highest standards of living in today’s troubled worla. 

It is our recommendation that this committee reject S. 2382 as being unneces- 
sary, impractical, unworkable, and dangerously threatening to our economic 
well-being. 

The amendment to the Employment Act of 1946 in the new section 6(d) pro- 
posed in S. 2382, providing that the President’s Council of Economic Advisers 
include in their Annual Economic Report, recommendations on monetary and 
credit policies as they affect employment, production, and purchasing power, 
seems unnecessary. The Council can make such comments and recommendations 
under the present law. Furthermore, in making such recommendations, the 
Council should indicate the effect that such monetary and credit policies may 
have on currency stability. It is our opinion that the determination of monetary 
and credit policies under law is the basic responsibility of the Treasury, the 
Budget Bureau, and Federal Reserve Board and should be left that way to the 
fullest extent possible if these agencies are to retain their proper functions. 

The new section 7 proposed by S. 2382 suggests a dangerous reversal in the 
national policy of maintaining free competitive enterprise in favor of encourag- 
ing Federal control over prices, profits, and wages. This section provides: 

“The President, directly or through any Federal agency he designates, shall 
hold public hearings concerning (a) price increases, prospective or actual, which 
in his judgment appear to threaten national economic stability, and (b) wage 
increases, prospective or actual, and the relationship of the price increases 
thereto, which the firm involved declares to be a cause of the price increases 
specified in clause (a) of this section. He shall issue factual summaries of such 
hearings and where he deems it advisable, issue advisory statements.” 

We submit, gentlemen, that enactment of this section 7 into law would itself 
constitute one of the gravest threats to national economic security with which 
this Nation has ever been faced. Such a law, even if it could possibly be admin- 
istered, might readily encourage rigid high prices and gradual cheapening of 
products and services. It would tend to discourage further investment in present 
and new job-creating enterprises. 

We well realize that such legislation would not give the Federal Government 
the power legally to fix prices, profits, and wages by binding directives., However 
and just as dangerously, it would constitute a powerfully coercive propaganda 
weapon for molding the attitude of an economically uniformed or apathetic seg- 
ment of our voting population in favor of outright Gvernment ownership and 
control of our basic industries. It could well set the stage for such an economic 
and social calamity. I am sure that this is the last thing that the members of 
this committee would like to see happen. We know that it is exactly what the 
masters of the Kremlin would like to see happen. 

And what makes us think, gentlemen, that in this late stage of the battle for the 
survival of our individually owned system of free competitive enterprise, which 
is nurtured only by profits—what makes us think, gentlemen, that when the 
Federal Government has already appropriated to itself, via the corporate income 
tax, over 50 percent of the profits of successful enterprise and then clips the 
individual owners of from 20 percent to 90 percent of the meager amount of 
profits these individuals receive after Government’s “take’—what makes you 
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think, gentlemen, that any bureaucratic administrative agency of Government 
will try to reduce “profits” when they wake up to the sober realization of the fact 
that it is only “profits” (over $30 billion annually from corporations alone) which 
provide their salaries and enable them to exist at all? 

Gentlemen, profits and wages are a necessary cost of doing business. They 
are paid out to people who collectively produce goods and services in excess of 
the amounts that they consume, and who put their remaining profits to work 
at a reasonable return thereby creating job opportunities for others. Perhaps 
this is not the area in which to search for the culprit guilty of foisting creeping 
inflation and higher prices upon the public. 

Perhaps the real culprit is symbolized by the tax collector. Perhaps, it is 
the exorbitant tax collected for unnecessary duplicating, wasteful, nonproductive, 
and otherwise extravagant areas of Government activity that our people are 
encouraged to demand, even if they cannot afford to pay for them except by 
reckless borrowing against the future. 

Perhaps, after all, it is the unfairly apportioned and unnecessarily high Federal 
tax take that is basically responsible for the constantly rising price level which 
threatens our national solvency. 

The proposed section 7 of S. 2382 would impose an intolerable time consuming 
and expensive burden upen American businessmen and our Federal administra- 
tive agencies. Prices of thousands of products priced by thousands of manufac- 
turers could become involved over and over again. Every union wage contract 
might become involved every time it expired when increased wages were 
contemplated. 


Prices are fixed by the consumer in the marketplace and the consumer is amply 
protected against monopolistic practices on the part of manufacturers by our anti- 
trust laws. Perhaps he could best be protected against monopolistic wage fixing 
if labor unions likewise were brought under the antitrust laws. 

In conclusion, gentlemen, we recommend that this committee report favorably 
S. 64 and reject S. 2382. I thank you. 

Senator CrarKk. Our next witness is Mr. Victor Reuther, adminis- 
trative assistant to the president of the United Auto Workers. 

Mr. Reuther, we are happy to have you here, sir. 


STATEMENTS OF VICTOR G. REUTHER, ADMINISTRATIVE ASSIST- 
ANT TO THE PRESIDENT; AND NAT WEINBERG, DIRECTOR OF 
SPECIAL PROJECTS DIVISION, UNITED AUTO WORKERS 


Mr. Revurner. Thank you, sir. I am very happy to be here. 

With me today is Mr. Nat Weinberg, the director of our special 
projects division in Detroit. 

Senator Ctark. Very happy to have Mr. Weinberg here. 

I see you have a statement of 56 pages. I assume that you would 
like to have it printed in the record, which will be done. It will be 
inserted at the close of your remarks. 

Mr. Revruer. I thank you, sir. 

Senator Ciark. You will hit the highlights. 

Mr. Revtuer. That is right, sir. 

IT want to thank you, Senator Clark, and all members of the com- 
mittee, for this opportunity to have our organization appear once 
again to make our comments on a matter which to us is of very, very 
great importance. 

It is not of just newfound interest to us, because for 18 to 20 years 
we have been struggling with this problem in search of a way to 
bring our collective bargaining responsibilities and those of industry 
‘into a more responsible framework where both parties will be con- 
scious of the impact of their actions on the total community. 

I recall an experience in 1945 and 1946 when we were discussing not 
theoretical matters about inflation but the practical aspects of manage- 
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ment-labor relations dealing with wages, and we dealt also with cost 
factors which would have their impact on total price levels. We made 
a rather unique proposal to a very basic segment of American 
industry. 

Senator Ciark. Mr. Reuther, let me interrupt you if you do not 
mind. 

Mr. Reutuer. Yes, sir. 

Senator Ciark. We have asked all the other witnesses how the agen- 
cies which they represented made their policy decisions. I will make 
it very terse and ask you what is your authority for speaking for the 
United Auto Workers regarding this legislation. 

Mr. Revuruer. You will find, sir, in the prepared text which I sub- 
mitted a very lengthy and detailed resolution approved by our con- 
stitutional convention attended by approximately 3,000 workers rep- 
resenting our 1,300,000 members. This was approved in that conven- 
tion and constitutes our mandate to speak to this question, sir. 

Senator Busu. When was that convention, Mr. Reuther? 

Mr. Revuruer. 1957. And reiterated in subsequent conventions. 
This whole subject matter, however, has been on the agenda for some 
18 to 20 years because this strikes at the very heart of our basic rela- 
tionship with industry and our interest as citizens in a constantly 
expanding economy. 

Senator CLark. That resolution appears in your printed statement ? 

Mr. Reutuer. It is the final “Resolved” which reads as follows: 

This convention supports the proposal for legislation creating a U.S. govern- 
mental agency devoted to reviewing price changes in key industries, and requir- 
ing major corporations in those industries to present in advance detailed 
justification for any proposed price increases. 

Senator Cuark. Thank you very much, sir. That seems pretty 
specific. 

PMI. Revutuer. I would like to recall to your mind the incidents of 
1945 and 1946 when we were locked in combat with the General Motors 
Corp., and for 113 long, cold, wintry days 200,000 workers marched 
the picketline not just for a wage increase but for a wage increase 
which would not be passed on to the consumers. And we made this 
unique proposal to the industry. We offered to give up all demands 
for a wage increase if the oeaprenaon could demonstrate by facts and 
figures that they could not afford to grant that wage increase or any 
wage increase without adding further to the price of their automobiles. 

his proposal was never taken up by the industry. As a matter of 
fact, they replied to us quite arrogantly, “The prices we charge are 
none of your business.” So lest some of us think that this unique idea 
that the people have no right to know about basic facts may have 
originated with the Air Force, let me assure you that it has been quite 
traditional with the major producers in American industry for long 
years. They have prsued an arrogant and contemptuous attitude, 
“Yours but to do or die,” you know. “We set the price, and you pay 
it. Yours is not the right to question whether or not that is a reason- 
able price.” 

And from their privileged sanctuary they choose to hold one segment 
of society, the workers, responsible for price increases but deny them 
access to the basic economic information which would determine 
whether or not they were justified in raising the prices or whether they 
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could not absorb the added cost of wages through the improved 
efficiency and improved technology of the industry. 

Let me cite but one recent instance of this kind of arrogant double- 
talk that we have been consistently confronted with. It comes from 
a high official in the Ford Motor Co., Mr. Theodore O. Yntema, 
financial vice president of Ford. W hen he appeared before the 
Kefauver committee inquiring into automobile prices, the Senate 
Antitrust and Reecena batciiaamact 2 years ago, he insinuated that 
the economic gains of Ford workers had compelled the Ford Motor 
Co. to raise prices. 

And yet this same vice president a few months later, when in the 
city of New York to sell some Ford stock in behalf of the Ford 
Foundation stated, according to the Wall Street Journal that the 
Ford Motor Co., between 1954 and 1958, “had cut the cost of produc- 
ing an automobile an average of $94 a unit.” 

What we have been subjected to is a very interesting gimmick. 
Each time industry wants to raise its prices, it carefully gears the 
press release on the price increase to coincide with the period when 
wage negotiations are in process in order to pin the blame and the 
responsibility on the workers for the price increase. 

But, I repeat, from their position of sanctuary they refuse to re- 
veal the basic economic facts that would determine whether or not 
they were justified in this act. 

I recall also to your mind that during that strike of 1945 and 
1946——— 

Senator Ciank. May I interrupt you just a minute, Mr. Reuther? 

Mr. Revruer. You may, sir. 

Senator Char. I am interested in what you just said, and I wonder 
if you agree with the witnesses who preceded you in their conclusion 
that the matter is so complicated that we cannot really get at the facts 
as to whether a price increase is caused by a wage increase or not. 

Mr. Revrier. Who would be so naive as to believe that cor porat ions 
as vast as General Motors and Ford and the United States Steel Corp. 
are so slipshod in their management actions that they do not know 
what it costs them to produce an automobile or a ton of steel ? 

Senator CxiarK. If you are asking me, I would say a couple of 
witnesses appeared this morning who do not agree with that. 

Mr. Revuruer. I would never charge these corporations with being 
inefficient or not knowing their business. They know it well. But 
they want to conceal and deprive the public of access to this informa- 
tion 

Senator CiarK. I want to congratulate you and the colleagues who 
joined with you in proposing this bill, primarily because you are 
demonstrating a faith in democratic practices, because you believe if 
the people know the truth and know the facts they will find the proper 
way to take corrective action. 

I hasten to add that I am not nor is our organization looking for 
any quick gimmicks to deal with this very serious problem. We do 
not favor price controls. We do not favor wage controls. We do 
not favor the kind of massive governmental action which would usurp 
the basic prerogatives and the rights of free management and free 
Jabor. But there is a vast difference between that extreme and an 
abdication of responsibilities of leadership, which is precisely what 
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we are witnessing today. Those who benefit most from this policy of 
abdication naturally would like to see it continued. Why not? They 
have a privileged position today whence they can usurp the benefits 
of administered price setting but pin the blame and the responsibility 
on others who are even denied the access to the basic information 
necessary to defend their position. 

We support the intent and purposes, sir, of your proposed amend- 
ments, but we believe they are so vital and so constructive that you 
ought to add further to them with the necessary machinery that will 
make possible the implementation of these goals and these objectives. 

I shall not burden you with the detailed reading of this statement, 
which will appear in the record. But I should like to make some 
brief comments about those aspects of your proposal which we con- 
sider most pertinent. 

As far as the first section of the proposals is concerned, we would 
view with some alarm any further effort to amend the act by put- 
ting price stabilization on a par with the maintenance of full em- 
ployment. 

Senator Ciark. This I take it would be pertinent to S, 64, sir? 
And also to 8S. 2382, the parentheses, reading “including the concept 
of reasonable price stability” 

Mr. Revruer. That is right, sir. 

Senator Criark. Mr. Reuther, I would be very interested to get 
your relatively brief development as to why you do not think price 
stability is perhaps as important as maximum employment and maxi- 
mum production. Is it not of great interest to the labor movement, 
particularly with respect to those older workers who are in retire- 
ment and on social security and pension, to have reasonable price 
stability? Is this not just as important to you as it is to those who 
live on unearned income ¢ 

Mr. Reurnuer. Oh, it most certainly is. We are very mindful of 
the urgent need of people on retirement with fixed incomes for pro- 
tection against inflation, a need shared by those who are current- 
ly employed and earning wages. 

However, sir, we believe that the act as presently worded allows 
ample leeway for concentration on and for developing those policies 
which will provide us with price stability. 

We would be particularly fearful of arming the present administra- 
tion with this kind of language, because all too frequently they have 
tried to offer price stability as an alternative to an expanding econ- 
omy. We believe that we can achieve price stability through a 
healthy growth in our economy. 

Senator CiarK. In other words, you do not see any inconsistency 
between promoting at one and the same time reasonable price stability, 
maximum economic growth, and maximum employment ? 

Mr. Revutuer. Not at all. They should go hand in hand. 

Senator Ciark. I agree. 

Mr. Revuruer. That is correct. We are not anxious to have the 
stability of the graveyard. We want stability with healthy growth. 

Senator Crark. I want to be sure I understand you. Your sugges- 
tion is by including the words in parentheses that we are giving undue 
emphasis to price stability ? 
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Mr. Revruer. Yes, sir. We believe the language ought to remain 
as it is in the act as far as that is concerned. 
Senator Carenart. Will you yield a moment? 

Senator Ciark. Certainly. 

Senator Carenarr. Am I reading both these bills wrongly? Have 
they any authority or any sanctions in them or are they anything 
other than just statements of policy ? 

Senator CLark. Let me answer that if I may. 

Senator Carenart. Is that true? 

Senator Ciark. As the author of one and cosponsor of the other— 
and I am sure you gentlemen who cosponsored the other will check 
me if you think I am wrong—no, there is no sanction involved in either 
bill, but, yes, it is important, we think, to have a clarification of what 
the mission of the Council of Economic Advisers is and should be 
with respect to the first section of S. 2382. I think Senator Bush feels 
that price stability has been subordinated in the act as presently 
drawn and I tended to agree with him, and for that reason we have 
S. 64. 

With respect to section 7 of S. 2382, the draftsmen had in mind au- 
thorizing a very simple factfinding procedure which the President, 
if he saw fit, might utilize in cases where, as in the steel strike, he might 
feel that an increase in prices, caused perhaps by an increase in wages, 
appeared to threaten national economic stability. 

There is no such statutory procedure presently, but there are no sanc- 
tions in either bill. 

Senator Carpenart. My point is there is nothing he can do about it 
except talk, is there, in either one of these bills? 

Senator Crark. I would not agree with that, but maybe there is 
no point 

Senator Carenart. I am not saying that critically. I mean as I 
read the bills some hearings can be held and will be printed and peo- 
ple will comment upon them. But it would not stop a company from 
raising prices or wages or it would not force a company to raise prices 
or wages. 

Senator Crark. That is quite correct. The only impact of this 
which I have been calling a timid bill would be to give the President 
a procedure through which perhaps public opinion could be mobilized 
in a way which would be useful. 

Mr. Reuruer. Senator Clark, you have used the phrase “a timid 
bill.” It is for this reason we are here to suggest the strengthening 
of it so that it is not a timid bill, because when you tackle the can- 
cerous growth of inflation you had better not do it with timid tools. 

Senator Ciarx. Mr. Reuther, I am most interested in hearing your 
suggestions. 

In the words of Dr. Saulnier this morning, I thought I was taking 
a pragmatic approach. If you think it is pragmatic to strengthen 
the bill I would be only too happy to hear what you have to say. 

Mr. Revtruer. We are delighted to have this opportunity to suggest 
some specific strengthening measures. 

' -Of course, of greatest interest to us are the introductory sections 
of S. 2382, wherein the purpose is said to be “to bring to bear an in- 
formed public opinion upon price and wage increases which theaten 
economic stability.” 
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Senator CrarKk. Excuse me, let me interrupt again to ask you if 
with the exception of the parenthetical phrase “including the concept 
of reasonable price stability,” you have any objection to the other 
provisions of section 6 of S. 2382? 

Mr. Revutuer. No, sir. 

Senator Ciark. Thank you, sir. 

Mr. Reuruer. We are deeply concerned about any constructive ef- 
forts which can be taken to make avaliable to the public the pertinent 
economic facts and data that relate to the establishment of price 
levels, and I would specifically include the wage factor as far as our 
industry and the union for which I am privileged to speak are 
concerned. 

We have been long accustomed to negotiating in a fish bowl as far 
as wage levels are concerned. There is no purpose and no intention 
and no desire on our part to conduct these important negotiations, 
which do have a direct bearing on the total economy, within the 
private sanctum of just management and labor, to deny the pertinent 
information to the public at large. 

We object however, to participating in the kind of discussions 
wherein one side of the conference table enjoys a privileged position 
and can arbitrarily set price levels and hold the other side of the con- 
ference table responsible. 

Let me cite an interesting example that occurred in our industry, 
which certainly demonstrates glaringly the need for factual informa- 
tion available to the public. 

It was, I believe, in the fall of 1956, when the 1957 model automo- 
biles got into production. The Ford Motor Co. announced a price 
increase for the Ford car. In announcing that price increase, the 
Ford Motor Co. said it was required to increase the price of its auto- 
mobiles because of increased costs, including labor costs. 

A few weeks later the General Motors Corp. announced its new 
price levels on Chevrolet. Chevrolet presumably is a competitive car 
with Ford, but the General Motors Corp. announced a higher price 
level than did the Ford Motor Co. 

Whereupon, the Ford Motor Co., which presumably had given great 
thought to its initial price level, increased prices on the Ford still 
higher soon after General Motors announced its higher price level. 
Industry spokesmen have defended such moves as being “competi- 
tive.” 

I always thought that you set the prices to be competitive by meet- 
ing a lower price threat, that you did not raise prices to meet compe- 
tition. 

I think this demonstrates quite glaringly the rather contemptuous 
attitude which major producers in this country have for the con- 
sumer—their assumption that consumers are supposed to be kept ig- 
norant about such matters; their only responsibility being to pay the 
price which is set. 

Senator Carrnart. Would you yield a minute? 

Senator Ciark. Yes, indeed. 

Senator Carenart. Is it not true that everybody knows what the 
wages of the automobile workers are ? 

Mr. Reutuer. Yes, sir. 
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Senator Carenart. And everybody has access to exactly how much 
profit the automobile companies make each year ? 

Mr. Reutner. Yes, sir. 

Senator Carenart. They publish statements. They must do so 
under SEC regulations. 

Mr. Reutuer. Yes, sir. 

Senator Careuart. There is not any question about it, is there? 

Mr. Revutuer. No, sir. 

Senator Carenarr. If the public wants to know, it is available, is 
it not, exactly what profits the companies make each year, and what 
the hourly wages of the employees are, and the weekly wages? 

Mr. Revruer. Did you ever find out, Senator, what it costs them 
to make an automobile? This is considered private information. 
The Kefauver committee, in calling in corporation executives and 
union executives and delving into this, sir 

Senator CareHart.- You take the number of cars they make and 
divide it by the net profit they make and you get the profit per car. 
Anything beyond that would be cost. 

Mr. Revruer. This is assuming that you have information on all 
other cost factors as well, is it not ? 

Mr. Wernserc. May I point this out 

Senator Crark. Mr. Weinberg, identify yourself for the record. 

Mr. Wernzerc. Nat Weinberg, and I am director of the special 
projects department of the UAW. 

The automobile companies make more than automobiles. They 
make a variety of products. They make parts, and in General Motors 
case diesel locomotives and many other products. 

Senator Careuart. Do you represent the employees in all of them? 

Mr. Wernzerc. We represent most of aceel Motors workers. We 
do not represent most of those making appliances. 

.Senator Capenart. Frigidaire? 

Mr. Werxzerc. No. The International Union of Electrical Work- 
ers represents them. 

Senator Carenart. My point was everybody knows exactly what 
the hourly wages of your people are and their earnings, and does not 
everybody likewise know or can easily find out the amount of profit 
that each of the companies makes ? 

Mr. WertnseErc. You can know the total profit after the fact, after 
the end of the year when a report is issued to the stockholders and is 
available tous. What we do not know and what the consumers do not 
know is whether a particular price increase on a particular product 
is justified or required by the impact of cost increases affecting the 
corporation. 

Senator Cuark. I think the problem is that while we can tell the 
profit, as the Senator says, it is a rather difficult thing to determine how 
much of the cost of each car is attributable to labor, how much is 
attributable to advertising, how much to overhead, how much to profit, 
how much to pensions. That is the difficult problem. Am I right? 

Mr. Wernserc. The Kefauver committee did succeed in getting 
- from General Motors data which is published in the committee’s re- 
ee showing that profits of the General Motors Corp. have tended to 


greater on the average than the total hourly labor payroll of the 
corporation. 
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Senator CiarK. Will you say that again, please ? 

Mr. Wetnperc. The Kefauver committee report contains data ob- 
tained from the corporation showing that the profits of the General 
Motors Corp. tended to exceed the total hourly payroll of the corpor- 
ation. Profits exceeded the total wage outgo. 

Senator Ciark. After taxes or before ? 

Mr. Wernzerc. Before taxes. 

Mr. Reutuer. The General Motors Corp. enjoys a total cash profit 
per unit produced in the automobile industry which is greater than 
the total wages paid in the manufacture of that unit. 

Senator Cargenart. The total wages that General Motors pays. 
They buy steel, and there are wages in steel. They buy component 
parts, and there are wages in those. The wages follow back to, you 
might say, the mine or the farm. The only new wealth we create each 
year is that which comes out of the ground. That means out of the 
mine or off a farm. That is the new wealth. We take that raw ma- 
terial and start adding costs as it progresses down the line to the 
finished product. And, of course, there is some labor in every trans- 
action, every step. 

Senator Ciark. Let me ask either of you gentlemen whether you 
saw an article, perhaps a series of articles, which were published in 
the Wall Street Journal a year or two ago, which discussed and 
analyzed the dollar cost per car of the labor factor. 

Mr. Weinperc. Yes. We presented that in our testimony before 
the Antitrust and Monopoly Subcommittee, and some of that appears 
in the report. 

Senator Crark. Could you in two or three sentences summarize 
what that finding was? 

Mr. Wernserc. If you will give me a minute, I think I can find it. 

Mr. Revuruer. While Mr. Weinberg is looking for that, may I say 
that we feel so deeply about this issue that we think it is high time 
that this question be taken out of the realm of acrimonious debate 
between industry and labor and the field of political debate, where 
from positions of power and influence the charge of responsibility 
for inflation is leveled against segments of our community. We want 
to lay the facts on the table and let the facts speak for themselves. 
This will constitute the kind of restraining force on industry, labor, 
and on some people in Government that will contribute to the kind 
of agreement which will be more in harmony with the needs of the 
community at large. 

Senator CLark. Mr. Weinberg, we found it. 

Senator Carenart. How do you recommend correcting this situa- 
tion ? 

Mr. Revruer. First of all, by adopting the basic suggestion here for 
holding hearings in which the pertinent economic facts that relate 
to the price are brought out. 

Senator CareHartr. Suppose hearings were held. Just take a sup- 
position now, that is all this is. Suppose hearings were held in the 
case of an automobile manufacturer and it was found that he was 
making X dollars of profit on each car. Would you recommend that 

art of that profit go into wages or part of it in reduced prices, or 
ce would you handle it and still maintain the private-enterprise 
system, which means the right of an enterpriser to operate in a free 
economy ? 
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Mr. Revruer. Senator Capehart, prior to our recent collective 
bargaining negotiations in the automobile industry we suggested that 
the level of profits of the major producers were such that. they could 
afford a $100 reduction in the wholesale price of a car and in addition 
could meet improved economic benefits in the form of wages, pension 
benefits, and so forth, and still enjoy a very handsome profit. 

Senator Carrnarr. I appreciate that, but how can we in Govern- 
ment doanything ? 

Mr. Revtruer. I am not suggesting that Government be given the 
power to direct industry to set certain price levels, to rebate a certain 
amount to consumers, to pay arbitrarily certain wage levels, but if 
the public knew precisely what the level of profiteering is through a 
scheme of arbitrarily administered price setting by major producers 
these people could not hide behind the Wall Street propaganda bar- 
rage that they launch against others as being the contributors to in- 
flation. I think an aroused and informed public opinion would bring 
such pressure to bear upon industry that they would pursue a more 
responsible price policy, a more responsible policy in relation to their 
workers in terms of wages and benefits. This is what we want to ac- 
complish, not with controls but by helping to create an informed 
public opinion. 

Senator Ciark. I wonder if this would be a good point to ask 
Mr. Weinberg to summarize this data I asked for a minute or two ago. 

Mr. Wernserc. This is from the report of the Senate Antitrust 
and Monopoly Subcommittee on administered prices in the automobile 
industry, and it refers toan analysis of automobile labor costs made by 
Mr. Cordtz, a reporter for the Wall Street Journal. It says: 

Mr. Cordtz made a careful study of automobile manufacturing costs based 
upon interviews with production executives. He stresses the fact that his cost 
figures are those for an actual vehicle of one of the low priced three, but they 
illustrate the approximate costs of the others as well. He found that the 
direct labor cost in his sample vehicle totaled $175, $75 in assembly labor, $50 
worth of labor on parts purchased from other divisions of the same corporation, 
and $50 as the estimated labor content in parts secured from outside suppliers. 
Even the addition of hourly rated nonproductive labor could not bring the total 
bill to more than $300 to $320, according to Mr. Cordtz. 

Senator CLrark. What are the unit costs? 

Mr. Wernnerc. There is a statement that General Motors reported 
to the subcommittee, that the unit cost of the average vehicle sold in 
1957 with factory installed optional equipment amounted to $1,900. 

Senator CrarK. Do you have the other factors going into the cost; 
including profits? I think there is a chart there, is there not? 

Mr. Wernzere. The chart is not directly comparable to the Wall 
Street Journal figures. The committee’s report states: “It appears 
that material and other direct costs are in the range of $950 to $1,050 
per unit after subtracting overhead, and from $300 to $400 in labor 
costs. The estimate includes the cost of finished parts purchased from 
outside suppliers and the costs of raw materials used by General 
Motors in parts fabricated within the company. It also includes any 
other direct costs, such as freight on the materials shipped to General 
‘Motors and from one division to another within the corporation, as 
well as a substantial portion of the freight on vehicles shipped by the 
company to dealers.” 
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Senator CLark. Thank you, Mr. Weinberg. Will you proceed, Mr. 
Reuther. 

Mr. Revuruer. May I now, Senator Clark, move quickly to the 
specific, positive suggestions for strengthening your proposals. I am 
referring now to our specific suggestions. 

No. 1. The language of your amendments must clearly define those 
corporations whose economic power within their industries is so great 
that its abuse could constitute a serious inflationary threat. Criteria 
for determining which corporations are subject to the provisions of the 
measure should be specifically and unambiguously stated. The num- 
ber of corporations covered should be kept to the minimum necessary 
to assure a reasonable measure of protection to the public against 
administered price abuse. 

Unless this is done, Senator, you will clutter up the machinery by 
trying to involve in public hearings too many corporations whose 
impact on the economy may be regarded as minimal for the purposes 
of such hearings. You ought to concentrate on those basic industries 
which are pivotal in our economy and which exert powerful pressures 
on overall price levels. 

Senator Busu. Should they be set forth in the bill? 

Mr. Revtuer. I think it should be set forth perhaps in a way which 
would say that those industries which are responsible for approxi- 
mately 25 percent of the total sales in a given field 

Senator Ciark. You do not mean industries ? 

Mr. Reutuer. Those corporations. 

Senator Busu. How would you decide which ones they were? You 
could get any group that would be responsible for 25 percent. 

Mr. Wernserc. May I comment? There are census product cate- 
gories, and breakdowns can be gotten from the Census Bureau showing 
the proportion of firms controlling various percentages of the total 
sales within those product categories. I believe that the Antitrust 
and Monopoly Subcommittee has looked into these figures to some 
extent, and you could write a general criterion providing that, for 
example, any firm that controlled more than 25 percent of the sales 
of its product category would be subject to the procedure that we 
favor. 

Senator Bus. Then you would exclude all others? 

Senator CiarK. Yes. 

Mr. Werneperc. This is on the theory, Senator, that a corporation 
that controls that large a part of a market can largely determine the 
price level for the.industry. I think Senator Clark will recall the 
situation of the Allen Wood Steel Co. back in 1958, which announced 
an increase in its price and then found that the other companies were 
not following its announced price increase, at which point it withdrew 
the announcement and fell back and did not raise its prices again 
until U.S. Steel raised its prices. 

Senator Busu. Do you think there is solid ground for the propo- 
sition that a company which controls 25 percent of the business within 
an industry can virtually set the prices for that industry ? 

Mr. Wernserc. I think the phenomenon of price leadership is 
pretty well established now, Senator. There are corporations that 
do set the price tone for the whole industry, and the example cited by 
Mr. Reuther a few minutes ago of the Ford price increase in the fall 
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of 1956 is a very good illustration of this. Ford set a price and 
announced that that price increase that it introduced at that point 
was suflicient to cover its added costs, but when General Motors set a 
higher price Ford immediately hiked its price to about $1 below 
the General Motors level on comparable models. If you had a com- 
petitive situation, General Motors in all probability would not have 
raised its prices above the Ford level, but if General Motors never- 
theless had done so Ford probably would have wanted to hold on to 
its competitive price advantage by keeping its price below the General 
Motors level. This is the situation you find in the administered price 
industries. One or a few corporations generally recognized as price 
leaders hold the umbrella over the prices of all other companies in 
the industry, and those corporations raise their prices up to the level 
of that umbrella. 

Senator Busu. What about a big industry where no one of them 
did control 25 percent of the business? Let us take steel. I do not 
know whether one of the companies controls more than 25 percent or 
not. I presume maybe U.S. Steel does. 

Mr. Reutuer. I think you find no problem there and find no prob- 
Jem in most of the major industries. 

Senator Busu. I am trying to select a theoretical case just to de- 
velop the point. Supposing that United States Steel did not, and 
in the steel industry it controlled 23 percent. Then do you exclude 
the whole steel industry from this bill ? 

Mr. Wetnserc. The 25 percent figure, Senator, obviously is an arbi- 
trary one, and we presume at least until it is established otherwise that 
where an industry is so dispersed that no firm controls as much as 25 
percent that you have competition and that the market acts as a re- 
straint on the pricing policies of the corporations. 

Our problem here is basically that we are in an area where the 
competitive market does not play the role that we have been taught 
it plays in classical economics. ‘These corporations have freed them- 
selves from the law of supply and demand. They have repealed the 
law of supply and demand, and the problem is in the absence of 
market restraint can we find some other way of integrating the private 
decisions of these corporations with the public interest. 

Senator Busu. Do you think the automobile industry has freed 
itself from the law of supply and demand ? 

Mr. Reutuer. The example I cited of General Motors and Ford, 
their deliberately fixing the prices on a par with one another, although 
it is quite obvious that gargantuan General Motors can certainly pro- 
duce more efficiently and cheaply per unit than Ford, indicates that 
the auto industry has so freed itself. 

Mr. Wetnserc. May I give you specifics on how General Motors 
sets its prices, Senator ? 

Senator Busu. Anything you want. 

Mr. Wernsere. General Motors’ price formula has been a matter 
of public knowledge since the early 1920’s, when it was presented in 
a series of articles written by Donaldson Brown, who was one of the 
‘top officers of the corporation, and it has been reiterated in public 
hearings ever since. As I describe the formula you will recognize 
it has nothing to do with the law of supply and demand. 
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General Motors fixes its prices so that, based upon 180 days per 
year utilization of its capacity, it will earn a profit of 20 percent on 
its invested capital. This you will find in the report of the Antitrust 
and Monopoly Subcommittee, based upon testimony by General 
Motors executives themselves. 

Senator Busu. Before taxes? 

Mr. Werneerc. No, this is after taxes. I should have said that. 
This means a profit of 40 percent on investment before taxes, based on 
180 days utilization of its capacity per year. 

Mr. Revurner. To return, Senator, to this question of an arbitrary 
limitation on which corporations are covered 

Senator Ciarx. Before you do, Mr. Reuther, let me say to you and 
to Mr. Weinberg that I think this is a most interesting suggestion, 
but that our problem was one of definition and draftsmanship. I was 
scared away from the effort to make this more specific because I was 
afraid we could not get a thoroughly satisfactory definition, and since 
we were only dealing with a situation where the President would act 
when in his judgment a price increase appeared to threaten national 
economic stability, it seemed to us wiser as a matter of draftsmanship 
technique to place this in overall, general, and nonspecific terms, be- 
lieving, as I firmly do, that any man who becomes President of the 
United States is going to be a man of sufficient judgment, integrity, 
and goodwill so that ‘he can wisely be trusted with authority stated 
in pretty general terms. Now, maybe that is not right, and I would 
like to have you develop the thesis that it is not right. 

Mr. Reuter. Senator, we thought it necessary and important to 
bring this to your attention because those who are opposing the whole 
concept that there ought to be public hearings resort to the argument 
that you are going to drag down here to Washington for public hear- 
ings each of the thousands and thousands of separate employers in the 
country, which is nonsense and would not be required. You either 
handle this by spelling it out clearly in the language of the act itself, 
or certainly then through administrative procedures that the agency 
created would have to establish. We suggest that you go to the heart 
of the matter, to those industries which are pivotal, which are crucial, 
which are exercising rea] pressures on price levels. 

Senator Crark. It may well be there is some middle ground between 
being as specific as you gentlemen recommend and being general and 
vague as the present draft provides, and if you have any language to 
recommend in this regard we would be very hens to have a look at it. 

Mr. Revutuer. We have not concerned ourselves with suggested lan- 
guage but rather content. We know that you and your colleagues 
certainly have the competence to find adequate language and words 
to describe what needs to be put into the bill. 

I would like to move on to the second specific recommendation, and 
that is that price increases contemplated by such corporations may not 
be made effective without advance notice to the administrative agency. 
It is naive indeed to think that public hearings will serve any real 
ee if the employer feels no sense of obligation to come to these 

earings and present the facts and the information before he sets 
the new price level. We have not been very successful in any segment 
in rolling back prices, and if you want to exert a positive influence 
on price levels you must do it before the price is set. 
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Senator Busu. Is this not price control ? 

Mr. Revruer. Not at all. Not at all. They are free after the 
hearings to set the price levels. They are free after the hearings to 
negotiate the wage levels that free collective bargaining leads to, but 
in the climate of an informed public opinion, aware of what the facts 
are. 

Senator Busu. Your statement says “may not be made effective 
without advance notice to the administrative agency.” 

Mr. WernperG. May I point out, Senator 

Senator Busu. I will be glad to yield, but is not the purpose of that 
statement to control the raising of prices ? 

Mr. Revuruer. Only to delay it until you can have a public hearing, 
and we suggest that can be done within a 60-day period. 

Mr. Wetnperc. May I point out that in wage negotiations we are 
required by the provisions of the Taft-Hartley Act to give 60 days’ 
notice of intention to negotiate a wage increase. We do not consider 
that, and most people do not consider that a wage freeze or wage con- 
trol. Itisa period required by law. 

Senator Busn. Whom do you give it to? 

Mr. Werner. To the employer, to the Federal Mediation Service, 
and to State mediation agencies as well. 

Senator Busu. Do you have to give it? 

Mr. Wernzerc. We are required by law to give it. 

Senator Busu. To the National Labor Relations Board? 

Mr. Wernserc. To the Federal Mediation Service. 

Senator Busu. You mean you have to give them notice to renegotiate 
a contract ? 

Mr. Wernznera. That iscorrect. That is national law. 

Mr. Revutuer. It has been the procedure for many years. That is 
why I say we have been negotiating in a fish bowl, while others who do 
not know the facts regard us as the culprits. 

Senator Busu. Without calling you the culprits, I will say we have 
been watching your negotiations for a long time. 

Senator CLark. Mr. Reuther and Mr. Weinberg, with respect to 
your second suggestion, I am quite receptive to it and I think you are 
right, that it is very difficult to roll back a price increase once given. 
However, again quoting from Dr. Saulnier, I think we have to be prag- 
matic, and we politicians have to take a sense of what we think is fea- 
sible and practicable in the light of public opinion of the time in the 
Congress and elsewhere, and I concluded somewhat reluctantly that 
this was something which we could not put in the act if we expected 
it to become law. 

Mr. Revutuer. Senator Clark, may I suggest that you not only take 
a public opinion poll in the Congress but across the country as well. 
People want the facts. 

May I proceed, sir? 

Senator Crark. Yes, indeed. 

Mr. Reuruer. Our third recommendation is that the measure must 
be effectively administered by an agency adequately staffed with prop- 
erly qualified persons free to devote their undivided attention to that 
purpose. In view of the novel and unique problems involved, there 
is not in our judgment any existing agency qualifiéd to undertake this 
responsibility, and we would not think it proper procedure to impose 
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upon the President the responsibility of shifting this responsibility 
from one agency to another. This may lead to the suspicion that the 
decision is alr eady prejudged. 

Senator Ciark. This again I think is an extremely sensible and 
intelligent criticism, and in the first draft of this bill we had called 
for the hearings before the Council of Economic Advisers. That 
created such a storm at the other end of the avenue that we concluded 
again we would give the President more discretion with respect to 
what agency he would select. I really do believe that anybody who 
is President of the United States must be presumed to be reasonably 
intelligent, and I cannot conceive that he would shift this from one 
agency to another. 

Let me ask you this question, gentlemen. 

Mr. Revrner. Even without shifting it, sir, if you will permit me, 
sir, in his choice of the agency it might be interpreted by some as 
prejudicing the nature of the facts that were brought to light. 

Senator Ciark. That is right. It might. Then the question is: 
Ts the calculated risk the other way greater? 

Let me ask you this question. How often do you think this pro- 
cedure is likely to be invoked? It has been my thought it would not 
happen very often. 

Mr. Revruer. It depends on whether or not you go to the heart 
of the question by summoning into these public hearings the major 
producers that are contributing to this inflationary spiral, because if 
you bring to public light the facts in three or four basic industries 
in this country it will make unnecessary a host of other hearings. 

Senator Busn. It might depend a lot on who was President, would 
it not, Mr. Reuther? 

Mr. Revtuer. It most certainly would. 

Senator Busu. I would think so. 

Senator CLarx. Let me pursue that a little further. There are 
not very many industries, are there, where a price increase would 
threaten national economic stability? Could you not count them on 
the fingers of one hand? 

Mr. Reutuer. I would enlarge upon it somewhat. 

Senator Ciark. Two hands? 

Mr. Reutuer. I would say there are 20 to 30 crucial pivotal indus- 
tries whose pricing policies have a fundamental effect on the entire 
economy. 

Senator CiarK. And whose price increases would threaten national 
economic stability ? 

Mr. Reutuer. Yes, sir. 

Senator Ciark. That is interesting. Go ahead. 

Mr. Revutuer. I think it could be boiled down to that number. I 
believe, however, that if you limited hearings to producers who indi- 
vidually account. for approximately 25 percent of the sales in their 
respective industries, you would not include more than 250 to 300 
employers at the most. I believe that hearings involving at most 30 
basic industries would meet the fundamental problem here. 

Senator Crark. I would have thought it was nearer 10 than 30, 
but I am interested in your opinion. 





236 UNEMPLOYMENT ACT AMENDMENTS 


Mr. Wernzerc. It would depend, Senator, in part on how you de- 
fine an industry category. If you take it by product, it is a greater 
number. 

Senator Ciark. Then you gentlemen would conclude from what 
you have said that this might be a pretty busy Federal agency, 
whereas I had thought this would be something which would come 
up maybe once or twice a year at the most. 

Mr. Reuruer. It would be a very busy agency at the outset, but 
when the word got around that the Government was quite serious 
about doing something to stop this cancerous growth of inflation and 
Was insisting on responsible policies by industry, by labor, by all 
contributing forces, . the parties would quickly adjust their pol- 
icies in line with what the community was demanding. 

Senator Ciark. Senator Bush ? 

Senator Busn. I just wanted to make sure that I understand. You 
are calling really for the establishment of a new agency ? 

Mr. Reuruer. That is right, sir. 

Senator Busu. You have not spelled that out. You just leave it 
to the 

Mr. Wetnserc. We do spell it out to this extent. One of the rea- 
sons for calling for a new agency is that as we indicate in our state- 
ment we are prepared to have wages involved in the hearing as well 
as prices when it is alleged by the company involved that wage de- 
mands necessitate the proposed price increase. There is no agency 
in existence today that is competent, that has the background to ex- 
plore wages as well as prices. 

Senator Crark. I take it this is why you would not think the Fed- 
eral Trade Commission was qualified ? 

Mr. Werneerc. That is right. In addition to that, looking at the 
testimony of the Federal Trade Commission before the Antitrust and 
Monopoly Subcommittee in connection with the O’Mahoney bill, 
which provides for a somewhat similar mechanism, we think that 
agency has. prejudged the whole question of the relationship between 
prices and wages. But beyond that, as it goes to the machinery, we 
have suggested that the agency as such or through some other mech- 
anism be equipped with somebody to serve as the consumers’ advo- 
cate, who would present the public’s case. We have suggested that 
perhaps you might follow the structure of the NLRB, which has a 
general counsel whose function is the advocate or prosecutor, and the 
Board, which functions as the quasi-judicial body. 

Senator Crark. I am pretty sure that is a live quorum call, so 
before you start on another subject let us just check, in which case 
we can recess for 5 minutes. 

Senator Busn. The only way to get before the agency would be at 
the determination of the President, is that not right, under this bill? 

Mr. Wernzera. Under the bill as it now stands. 

Senator Busu. The only way you could get a case before the 
agency would be for the President to order it there. You are not 
suggesting changing that, are you? 

_ Mr. Wernnerc. We are suggesting the company would have to go 
before the agency when it filed a notice to increase prices. 

Senator Busu. If it is in that rarefied atmosphere. 
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Mr. Wertnserc. And we would have no objection to Presidential dis- 
cretion to determine that in a given case the price increase did not 
threaten national economic stability and to waive the hearing. 

Senator Busy. Just to make sure I understand, all cases within the 
rarefied group of 30 maximum, let us say, of price increases that. are 
connected presumably with wage increases, or maybe without that 

Mr. Revtruer. With or without. 

Senator Busu. With or without. They would of necessity go be- 
fore this agency. That is a really sweeping recommendation. 

Mr. Wernserc. Unless the President in his discretion found that 
the price increase did not threaten national economic stability. 

Senator Busu. Unless the President himself found that. In other 
words, he would have the veto power over it going before the agency ? 

Mr. Wernserc, He would be able to waive the hearing procedure. 

Senator Ciark. We can go ahead, Mr. Reuther, because apparently 
it is not a live quorum call. 

Mr. Reuruer. The next major recommendation we would like to 
make is that this agency which would be created to conduct these 
public hearings must have the power to subpena witnesses, in order 
to examine them fully, to assure the production of books, papers, and 
other documentary evidence, and to hear from all interested parties. 
While there must be adequate protection of the legitimate private in- 
terests, no corporation or other interested party with power to make 
price decisions which vitally affect the public interest should be per- 
mitted to hide its operations behind a smokescreen of alleged con- 
fidentiality. 

Senator CuarK. We have just received another report from the 
front. It was a live quorum call. 

Senator Busx. Just hold that right there. 

Short recess. ) 

enator Cxiark. The committee will resume its hearings. Mr. 
Reuther, we left you up in the air on your point 4, which you just 
finished reading. We are delighted to have your comments on it. 

Mr. Revuruer. Senator, we stress the urgency of giving this agency, 
which will conduct the public hearings, subpena power, because past 
experience has made adequately clear to us that the corporations will 
not cooperate, will not attend and participate in public hearings un- 
less they are subpenaed. Why do say that? Let me cite the case 
of our 1945-46 dispute with General Motors. When we said we wanted 
a Wage increase without a price increase, the corporation said it could 
not afford it but would not show the facts and figures to back its 
position up. The President set up a fact-finding committee and called 
in the corporation and union officials. The corporation came, and 
when asked to produce substantiating evidence to prove inability to 
absorb the wage increase without increasing prices, or to present any 
other pertinent material bearing out that point, it bolted the con- 
ference. GM walked out. 

We know that in the Kefauver hearings the corporations did noth- 
ing more than repeat the general press release material which is used 
for their public relations and propaganda purposes, but specific 
facts and figures were withheld as confidential. 

Now, if this hearing procedure is to be meaningful, if we are to 
deal with this problem of inflation, the hearing agency must have 
the subpena power to bring witnesses and records in. 

52356—60-——16 
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Furthermore, without the subpena power, the hearings will be con- 
ducted in an atmosphere that will do great harm and great prejudice 
to the labor side, because we will have to defend the position that our 
wage increases will not be inflationary, while the cor porations can 
continue to refuse to present the facts and figures that are basic and 
necessary to dispute that. Without the subpena power, your hearings 
will be me: iningless window dressing. They will create the illusion of 
Government concern about mounting inflation. They will create a 
false sense of security. 

Senator Busu. Do you contend as a general matter, Mr. Reuther, 
that your union should have a veto power on the price increase ? 

Mr. Revruer. No, sir. We have not suggested that. We have not 
suggested the Government have a veto power. What we are suggest- 
ing is that before these 

Senator Busn. Who is going to determine this? The purpose of 
my question is this. Supposing that General Motors said to you, or 
some other company, “Well, here are our figures. This is why we will 
have to raise prices if we raise you 30 cents an hour.” Who is going 
to decide then? Who is going to decide whether they have to raise 
prices or not? Are they going to decide that? After showing you 
those figures, suppose you say, “Well, you can still pay the increase 
of 30 cents without raising prices.” Does that settle the matter? Do 
you think that should settle it, or would you still concede they have 
the right to their view and they have the responsibility to their stock- 
holders in the end? I just am a little confused as to whom you would 
leave that ultimate responsibility with. 

Mr. Revutuer. We are suggesting that these hearings will uncover 
the facts involved, and this will help generate the ‘kind of public 
opinion that will exert considerable restraining influence on those 
forces in our economy which think more of their own selfish ends than 
the needs of the community as a whole. 

That will not give the Government the right arbitrarily to fix prices 
or stop a price increase from going into effect or prevent a wage settle- 
ment. Not at all. But it means that industry and labor will be bar- 
gaining and that prices will be set in the light of an informed public 
opinion. That is not the case today. 

Senator Crarx. You would therefore concede, would you not, in 
further answers to Senator Bush’s question, that in the last analysis, 
after all this procedure has been gone through, it still would be the 
prerogative of management to determine whether to increase a price 
or not? 

Mr. Revrner. That is right. We have said categorically in this 
document that we are opposed to Government price controls i and Gov- 
ernment wage fixing. Industry will be free to set its prices following 
these hearings, but it must assume the responsibility then to the public 
as a whole to justify the price levels they set. Once the public is in- 
formed as to what the actual costs of »roduction are, the corporation 
would be less free to persist in ualcaiorealen that same public. 

Senator Busn. You are really bringing a new third party into the 
collective bargaining business—the public. Is that right? 

Mr. Revruer. The public has always been involved, only on the 
labor side we have been much more sensitive to protecting their inter- 
ests, for we have proposed several times giving up our wage demands 
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if the company could prove that such demands would necessitate a 
price increase. 

Senator Crark. Mr. Reuther, let me take you back a minute to 
something you said a minute or two ago about your point 4, with re- 
spect to the need for subpena power. “I would like to try this out on 
you for size: That the act as presently drawn would place the burden 
of making a case in support of a price increase which appeared to 
threaten national pagneninne stability on the industry or the corpora- 
tion’s proposal. And we lawyers look at it, through what we call a 
confession and avoidance the corporation w ould be able to say, “Well, 
sure, we are going to increase our price, but we had to do it because 
we were forced by the labor union to increase our wages.” 

I would say that the burden of proof under this act would still be 
on the corporation to prove that this wage increase required a price 
increase, and your union would not be ‘faced with that burden of 
proof but merely would have to rebut whatever the corporation 
brought in in that regard. Therefore, you might at some later date 
need “subpena power, but if the corporation had not produced suffi- 
cient of its records you would have the opportunity through consumer 
counsel or otherwise, I assume, to cross examine. In other w ords, [ am 
suggesting that this burden on the union is not as heavy as I think you 
intended to suggest in your comment on point 4. 

Mr. Revuruer. On the contrary, sir, the union would certainly feel 
obligated to participate in these hearings to defend its wage demands, 
to make the point that they were not contributing to in flationar y pres- 
sures. The corporation, unless you have subpena power, would pro- 
duce only its generalized press releases, charging they were raising 
pr ices only because of the w age increases and w ould immediately put 
labor on the defensive and labor would not have access to the basic 
cost information. Therefore, the cards are stacked against labor if 
you hold a hearing without subpena power because you cannot get— 
and the whole history of our relation with the industry has demon- 
strated they will not produce—the pertinent information basic to the 
cost question unless they are subpenaed. 

Senator Busy. Of course, they publish auditing statements from 
year to year. They have to, do they not? You have access to those 
detailed statements. 

Mr. Reuruer. That does not provide this kind of information, 
though. 

Senator Ciark. I think that is the trouble, that it tends not to. You 
were out of the room when Senator Capehart developed that point 
earlier that the basic information to determine the factor of labor in 
the cost of a product is not readily available in the annual report of 
the corporation with its supporting schedules. 

Senator Busu. This is pretty technical and maybe we do not want 
be stop for it now. I would just observe that the requirements of the 
law for securities are listed, and most of our people, our buying com- 
panies, require very full disclosure about the details of that business 
annually. I think even oftener than that if they are listed on the New 
York Stock Exchange. 

Senator Ciark. But not in terms of cost accounting. 

Is that not right? 

Mr. Wernserc. That is correct. 
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May I add this, Senator: We are in this position—the corporation 
announces a price increase and claims that that price increase was 
necessitated by a wage increase given to us in collective bargaining. 
Then, 2 months, 8 months, or 9 months later, the corporation's profit 
statement is published and shows fantastically high profits. But as 
far as our public relations position is concerned, at that point, nobody 
connects the two. Nobody connects the corporation’s announcement 
that we were responsible for their price increase with the fact that 
their profit statement later on showed that that price increase was 
unnecessary. 

I should emphasize that we are concerned not only with price in- 
creases connected with wage increases, we are concerned with price 
increases generally in the industries where prices are administered 
and not controlled by the law of supply and demand. Today the 
public has no protection, has no market protection. It has no other 
protection than what- 

Senator Bus. Would you yield to a question? Do you classify 
the motor industry as one that does not respond to the law of supply 
and demand when we see it sometimes drops from 7.5 million cars in 
one year to 4.5 million cars in the next year? 

Mr. Weinserc. The sales respond to the law of supply and demand, 
but the prices donot. We have found that out, Senator. 

Senator Busu. This has a tremendous effect on the prices. It did 
at the time the price of automobiles went down; or the secondhand 
car market certainly reflected it tremendously. 

Mr. WernserG. Prices on the used car market went down and the 
dealer frequently will shave his prices to the consumer. But the 
dealer has to operate above the floor determined for him by the price 
charged him by the manufacturer, and the manufacturers’ prices have 
increased in season and out, in good years and bad, in periods of high 
demand and low demand, have gone up year after year until the most 
recent year. 

Senator Busu. Of course, another thing that has interested me very 
much in your industry in the last 3 years, 4 years, is whether the im- 
pact of the smaller car on these markets, which has introduced a new 
factor of competition, which they failed to recognize 3 years ago—— 

Mr. Reuruer. And which we called to their attention repeatedly. 

Senator Busn. I called it to their attention 3 years ago in a speech 
on the floor. And, strangely enough, it took them about 2 more years 
before they woke up to the fact there was a new demand for some- 
thing else from what they were offering. They finally got around to 
attempting to meet it. I do not think they have met it yet, to tell 
you the truth. But it has created some strange waves in the market, 
as we see right now, even 

Mr. Wernzerc. But it has not affected price, Senator. 

Senator Busu. But my whole point in bringing that up is to empha- 
size what appears to me as an outsider to be the very competitive 
= of that particular industry. 

fr. Wernserc. I do not think anybody would question that the 
automobile industry is a highly competitive industry. But the com- 
petition does not take the form of price competition. It takes the 
form of competition in selling, in engineering, in marketing, in serv- 
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icing, and in that sort thing. It does not take the form of price 
competition. 

Senator Busy. May I continue this because this is in line with what 
came up yesterday. I think the same thing where we have an indus- 
try where a union such as yours negotiates with most of the big com- 
panies, and therefore, the wage rates are approximately the same. 
You have an industry where the method of manufacturing is very 
much the same, where they use the big presses that stamp out the body 
and the assembly line and so forth. They all have to buy the same 
kind of steel. They all have to buy the same kind of tires, whether 
they be Goodrich, Goodyear, United States, or otherwise. There isnot 
very much difference. Nobody can tell the difference if they do not see 
the name on them. It is not surprising to me, therefore, that they 
would come out with a selling price that would be quite similar. 

Is that not a reasonable statement ? 

Mr. Revruer. Not atall. Idonot think so. 

Senator Busy. What is wrong with it? That is what I want to 
know. What is wrong with it? 

Mr. Revruer. Unit costs bear directly on volume of output. Gen- 
eral Motors, which has such a dominant position in the market, pro- 
duces millions of units. Obviously a small producer, producing 
fewer units, if the units were identical and the methods were the 
same, could not, producing a much smaller volume, produce that same 
car for the same price as the more dominant and larger producer. 
But the costs of it 

Senator Busu. If the industry followed your protocol there, Mr. 
Reuther, would it not, then, result in General Motors, the very dom- 
inant one, setting its price low and the others having to set their 
prices above because of the unit costs? 

Mr. Revruer. Is this not what is supposed to happen in competi- 
tion anyway? But ifthe larger unit 
Senator Busu. Not necessarily. 

Mr. Reutuer. The larger producers, then, are not reflecting their 
actual costs and the competitive factors in the market place in setting 
their price. They are arbitrarily fixing their price at a high level in 
order to permit the smallest and least efficient producer to stay in the 
market. Is that not true? 

Senator Busu. Well, I think, just offhand, I will suggest that 
maybe it is just as well to set it high enough so some of them can stay 
= rather than set it so low as to drive them all out. What about 
that ¢ 

Mr. Revurner. And how do you know they are not setting it delib- 
erately higher than it ought to be, even for the smaller and least 
efficient ? 

Senator Busu. I do not know that. 

Mr. Revtuer. That is what we want to get at. 

Senator Busu. But I do not know if this is the way to get at it. 

Senator CLark. Let me make a comment off the record. 

(Discussion off the record.) 

Mr. Reutuer. We are pleased to have this opportunity. 

Further, on the question of the importance of this agency having 
subpena power. I think you should recall what Gardiner Means, in 
his testimony yesterday, had to say : 
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The provision for bringing wage rates into the hearing seems to be both desira- 
ble, and necessary, but as the bill now reads, it stacks the cards against labor— 
for, says Gardiner Means— 
if I were a manufacturer operating under this bill, I would make sure that any 
major price increases I made occurred at the time of wage increases. Then, 
if my price increases were questioned, I would explain this on the ground of 
increased labor costs and point to the wage increases. This would either put 
the onus on labor or put labor in the position of having to justify the wage 
increase when it did not have access to the company’s costs and changes in 


productivity which would provide a basis for saying whether or not the increase 
in wage rates justified a price increase. 


I think that underscores the urgency of having the subpena power 
to get the basic information. 

Our fifth recommendation is that there must be provision for these 
facts to be revealed to the public. Otherwise, you cannot bring to 
bear the weight of public opinion on the parties, on the process of 
determining price levels. 

Senator CL: arK. Is not that taken care of by the provision that the 
President shall issue factual summaries of such hearings, and, where 
he deems it advisable, issue advisory statements. 

Does not the office of the Presidency give you adequate publicity for 
these things ? 

Mr. Wernsera. I have a question on that, Senator Clark, which 
goes to the use of the word “summaries.” What we would like to 
see is provision for findings of fact. You will get contentions from 
both parties, and it is important that somebody “objectively evaluate 
those contentions and publish the facts of the situation. We are not 
calling for a finding as to the justification for the price increase. But 
we do want findings of fact so that when there is contention on both 
sides as to the facts and there are different claims produced as to the 
facts, there would be an impartial finding as to the facts. 

Senator Ciark. You would strike the words “factual summaries,” 
and insert the words “findings of fact.” 

Mr. Wernserc. That is correct. 

Mr. Revuruer. Yes. 

Our sixth recommendation is that the administering agency must 
be able to apply penalties to those who do not comply with the notice 
to appear and make available the basic information. There is ample 
leeway as to what an appropriate penalty is. But, obviously, the 
penalty should be stiff enough and high enough so that failure to com- 
ply would not still be much more profitable for them than paying the 
penalty. 

Senator Cuark. In effect, this would be a penalty for failing to 
comply with the notice of hearing? 

Mr. Revrner. With the subpena. 

Mr. Wernserc. And with the notice requirement. 

Mr. Revutuer. The penalties would be for failure to make available 
the information and for putting into effect the new price level prior 
to the hearing which is scheduled. 

Senator Crark. You are not suggesting sanctions. 

Mr. Revruer. No. 

These are the specific proposals which we make. They are de- 

signed to strengthen and make more effective what we consider your 
very constructive proposals. We offer these proposals with the hope 
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that at long last some constructive steps may be taken to bring full 
knowledge of the facts in this area to the people of our country. 

Senator Ciark. Thank you very much, Mr. Reuther, for what I am 
sure Senator Bush would agree was a very stimulating and interesting 
presentation. 

Senator Bush, any questions ? 

Senator Busu. No. Iam sorry you would not give your blessing to 
the other bill, Mr. Reuther, but I guess we have not the time to try to 
persuade you this afternoon. 


Mr. Reutuer. All you have to do is bring it into conformity with 
the other plus the amendments we suggested, and it will have our 
blessing. 

Thank you very much. 

Senator Crark. Thank you. 

(Mr. Reuther’s prepared statement follows :) 


STATEMENT OF Victor G. REUTHER, ADMINISTRATIVE ASSISTANT TO THE PRESI- 
DENT, UNITED AUTO WORKERS 


This is by no means the first time that a representative of the UAW has 
appeared before a committee of Congress in support of the principle of pub- 
lic hearings in connection with price increases which threaten national eco- 
nomic stability. 

More than 2 years ago, in hearings on administered prices held by the Sen- 
ate Antitrust and Monopoly Subcommittee, Walter Reuther, the president of 
our union, strongly urged legislation to require public hearings before prices 
could be increased by corporations having a position of economic dominance in 
their industries. 

In 1959, Leonard Woodcock, a vice president of the UAW, appeared before 
a subcommittee of the House Committee on Government Operations in support 
of the objectives of H.R. 4870 (the original House companion bill to S. 2382), 
and before the Antitrust and Monopoly Subcommittee of the Senate Judiciary 
Committee in support of 8S. 215, proposed by Senator O’Mahoney, which in our 
opinion comes much closer to providing an effective means of insuring that such 
price increases if and when they do take place, will be made only in the light 
of an adequately informed public opinion. 

We want to emphasize that we are not proposing any treatment for corpora- 
tions different from what we are prepared to accept ourselves. This was made 
perfectly clear when UAW Vice President Leonard Woodcock appeared before 
the Senate Antitrust and Monopoly Subcommittee to testify in support of 8. 
215. As he pointed out, that bill makes no provision for public hearings on 
wage demands which a corporation alleges would compel a price increase. He 
stated that we would be willing, under such circumstances, to be subpenaed, 
and to submit to the hearings procedure together with a corporation that had 
made such an allegation concerning our wage demands, and that we would 
have no objection to amending S. 215 to require us to do so. 

My purpose here is twofold—to urge support for the principle behind this 
bill, and to urge that.it be substantially amended in order that it may serve 
that principle effectively. 


ECONOMIC GROWTH AND A BALANCED ECONOMY NEED EMPHASIS 


The bill is in two sections. The most far-reaching provisions of the first 
section is that which would specifically include “price stability” as a goal un- 
der the Employment Act. We agree with others who have testified before the 
House committee that the act as now worded implies a responsibility to help 
maintain reasonable price stability, and that this responsibility has in practice 
been accepted. Indeed, the present administration has far too often excused 
its failure to adopt policies clearly necessary to the achievement of full em- 
ployment, on the ground of its fears that they might prove inflationary. In- 
clusion of the specific reference to price stability as a major goal under the 
act might well be misused by such an administration to subordinate entirely 
and make wholly inoperative the act’s prime objectives of maximum produc- 








244 UNEMPLOYMENT ACT AMENDMENTS 


tion, employment, and purchasing power. Instead of full employment we 
would continue to have planned chronic mass unemployment as part of the 
alleged price of “stability.” 

Such inclusion would give support to those who are more concerned about 
a balanced Government budget than a balanced national economy. Two re- 
cessions in the past 6 years demonstrate how costly to our people can be policies 
which place business and industry in an economic straitjacket in response to 
narrow national goals and the outmoded economic theories from which they 
spring. 

The issue is not how we should choose between full employment and inflation. 
No such choice is forced upon us. 

On the contrary, we believe, given proper deterrents to abuse of the monop- 
olistic power to administer prices, that full employment as a healthy and 
natural part of an adequate rate of economic growth could be the most effective 
means of avoiding inflationary dangers. We are convinced that this is the surest, 
indeed the only way to balance all three budgets, the Government budget, the 
national economic budget, and the human budget. 


BRING AN INFORMED PUBLIC OPINION TO BEAR 


We are most interested in, and shall devote most of our testimony to, the 
second section of S. 2382 which is intended “to bring to bear an informed public 
opinion upon price and wage increases which threaten economic stability.” 

It is a literal, exact statement of historical fact that this has been one of the 
major objectives of our union for many years. We have sought to achieve and 
implement it in collective bargaining, in hearings conducted by the executive 
branch and in communications to, and testimony before, Members of Congress 
and congressional committees. 

As will be established by evidence of our credentials dating back 18 years, we 
believe profoundly in the importance of maintaining “economic stability.” But 
it must be a dynamic stability based upon growth—growth of purchasing power, 
growth of markets, growth in employment, growth in standards of living. All 
these are vital if we are to keep pace with and be the masters, not victims, of an 
improving technology and of automation which continue in good times and bad 
to achieve ever greater production per man-hour of labor. 

It is precisely because we believe so profoundly in the objectives of this bill 
that we are here to urge your committee to improve its provisions so as to make 
it practical, effective, and beneficial. 

’ Our criticisms are addressed not to the bill’s objective as we have quoted it 
above, but to the means proposed, to the machinery provided for the attainment 
of its announced purpose which we feel is so inadequate as to defeat that purpose. 

We seek enactment of legislation that will achieve the objective by providing 
for the production of the cold, hard facts on price increases, rather than mere 
conversation, public relations propaganda, and mutual recrimination between 
labor and management. 

For this purpose we need legislation with teeth—not price controls, which we 
are not urging—but teeth to make sure that the relevant facts are brought into 
the light of day in time for public reaction to manifest itself as a restraining 
force against unjustified price increases. 


THE SUBSTANCE OF AN EFFECTIVE MEASURE 


We hold the conviction that in a democratic society one of the most effective 
forces for restraining the abuse of power, including private economic power, is 
a fully informed public. When the people are given full access to the facts, 
they can usually be depended upon to exercise sound judgment and to make that 
judgment felt in the protection of their rights and interests. In order to be 
effective, a measure intended to restrain unjustifiable price increases by giving 
the people the facts of each case must include the following provisions: 

1. It must define clearly those corporations whose economic power within their 
industries is so great that its abuse could constitute a serious inflationary threat. 
Criteria for determining which corporations are subject to the provisions of the 
measure should be specifically and unambiguously stated. The number of corpo- 
rations covered should be kept to the minimum necessary to assure a reasonable 
measure of protection to the public against administered price abuse. 

2. It should require that price increases contemplated by such corporations 
may not be made effective without advance notice to the administrative agency. 
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The notice period should be long enough to permit the holding of public hearings 
and the publication of the facts revealed by them before the price increases 
come into effect. Adequate public knowledge before the event can be an effec- 
tive deterrent to unjustifiable price increases which are merely contemplated. 
It is far less likely to be effective as a means of attempting to reverse decisions 
which have already been put into effect and have become part of the economic 
structure. 

3. The measure must be effectively administered, by an agency adequately 
staffed with properly equipped persons free to devote their undivided attention 
to that purpose. In view of the novel and unique problems involved, there is not, 
in our judgment any existing agency qualified to undertake this responsibility. 

4. The measure must give to whatever agency administers its full and sufficient 
power to elicit the facts of the case. This must include the power to subpena 
witnesses, to examine them fully, to assure the production of books, papers, and 
other documentary evidence, and to hear from all interested parties. While 
there must be adequate protection of legitimate private interests, no corpora- 
tion or other interested party with power to make price decisions which vitally 
affect the public interest should be permitted to hide its operations behind a 
smokescreen of alleged “confidentiality.” 

5. There must be provision for publication of the facts which affect the public 
interest. All those who feel themselves concerned should have the fullest access 
to the facts that is possible and practicable. 

6. The measure should carry effective penalties. 

None of these basic requirements for an effective measure is adequately met 
by the provisions of 8S. 2382, and most of them are not provided for in any way. 


CONSUMER COUNCIL ALSO NEEDED 


As our union has previously pointed out, a further highly desirable protection 
for consumers would be provided by the appointment of a special office—we had 
thought of it as an Office of Consumer Counsel—which would represent the 
consumer interest in the proposed price hearings, as well as before other Gov- 
ernment agencies. We are pleased to see that Senator Kefauver’s bill, 8S. 1571, 
would establish a Department of the Consumer which could include this among 
its important functions. 


8. 2382 LACKS TEETH 


In their statement in support of H.R. 4870, the original House companion of 
this bill, Senator Clark and Congressman Reuss emphasized what has been 
called the “gentleness” of the bill. They said, for example, in the House hear- 
ings on that bill: 

“The bill is deliberately drawn so as to involve the least possible amount of 
governmental interference and yet to give the public interest a look-in. For 
example, there are no sanctions whatever, upon either management or labor, 
to prevent their going ahead with the price or wage increase, despite the hear- 
ing and any statement that the Council of Economic Advisers may issue. There 
are no subpena powers, in the confidence that patriotic managements and labor 
alike would not flout public opinion by defying the Council’s request for 
information.” 

This statement, in fact, underplays the “gentleness” of the bill. Not only are 
there no legal sanctions against a price or wage increase after the hearings 
have been held—a position which we fully support—but there are no sanctions 
to prevent the increase going into effect before any hearings can be held. 

This constitutes no problem as regards wage increases, since the normal 
period required for negotiations with an employer and the 60-day notice re- 
quired under the Taft-Hartley Act would provide ample time for the holding 
of such hearings if required. 

It does mean, however, that a firm could and probably would impose a price 
increase with no prior notice to anyone, and the hearings would then have to 
be held in. the face of a fait accompli. 

Added to the omission of any subpena power, this means that a corporation 
could— 

(1) impose a price increase without notice, 


(2) refuse to appear in any public hearing held relative to the price 
increase, 
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(3) refuse to supply any of the data relative to its costs or financial 
position on which an informed opinion as to the justification for the price 
increase could be based, or 

(4) if it appeared, might substitute elaborate statistical “analyses” 
propaganda claims for the hard facts that are needed, are so easy for 
the employer to supply and so difficult to construct from other sources. 


WHEN A CORPORATION SNUBS GOVERNMENT 


We shall show later that courses 2 and 3 were in fact taken by General 
Motors when it walked out of and thereafter boycotted a Presidential Fact- 
Finding Commission appointed by President Truman to examine into the ability 
or the inability of General Motors to pay a wage increase without price increase. 

A furcher indication of the attitude that corporation managements are likely 
to take was provided by Mr. Frederic Donner, chairman of the board of General 
Motors, when he arrogantly refused to testify before the Senate Antitrust and 
Monopoly Subcommittee in hearings on Senator O’Mahoney’s bill, S. 215. He 
sent the subcommittee a tortuously worded telegram in which he argued that 
(1) the proposed legislation had no significance or impact which was peculiar 
to General Motors; (2) General Motors was a helpless captive of the pricing 
policies of its thousands of small suppliers and that they, not General Motors, 
determined both their own prices and General Motors prices; (3) the sub- 
committee already had enough information on General Motors operations; 
(4) General Motors was before a grand jury; and (5) he was taking a trip to 
Europe. He added that he would nonetheless graciously favor the subcommittee 
with a written statement. 


IF A CORPORATION DECLINES THE “INVITATION” TO APPEAR 


Were the invited corporation to decline the Federal Government’s invitation 
or request, as it could do with impunity under S. 2382 in its present form, 
it is likely that no hearings would be held, no facts developed, no informed 
judgment and reaction by the public would be possible. 

It would be unlikely but possible for the agency under the terms of S. 2382 
to invite or request the union to appear, even when the corporation had refused 
outright or, on appearance, had offered generalizations and propaganda instead 
of facts and figures. In such a circumstance, the hearing would become a 
travesty. The union, being more sensitive to public opinion and reaction than 
the corporation, would be under great compulsion to appear but would be blind- 
folded and handcuffed in attempting to make its case, because of lack of the 
basic facts in the exclusive possession of the corporation. This would turn the 
hearing into a punitive undertaking against the union, assisting the employer 
in deterring or defeating proper and legitimate wage demands. 

It is almost accurate to say that S. 2382 is a watchcase with face, hands, and 
stem, but no watch movement inside that can be relied on to give the right 
time. It could be set, but it wouldn’t be likely to run on time, and perhaps not 
at all when most needed. 

THE UAW POSITION 


Because it is a most complete and compact statement of the UAW position 
in support of the objective of S. 2382, and because it includes a factual recapitu- 
lation of our 18 years of fighting against the payment of wages in the wooden 
nickels of inflation, through repeated cycles of boom and bust, we are inserting 
at this point the text of Resolution No. 31, entitled “Price-Profit Spiral,” adopted 
at our 16th constitutional convention, held in April 1957. 

It will be noted in that resolution that we recommended in detail machinery 
for the type of public hearing suggested in general terms in S. 2382. 

The text of the resolution follows: 

“Whereas inflation picks the pockets of everyone who works for a living, of 
the retired and dependent living on fixed incomes and, by reducing real buying 
power, cocks the trigger for recession and unemployment. 

“The UAW has fought inflation for 15 years. We have described, denounced, 
and called for action against the irresponsible and economically dangerous price 
profiteering of major corporations in basic industries who persuade press, radio, 
and TV to accept and pass out to the American people the false alibi of the wage- 
price spiral instead of the true explanation of the price-profit spiral. 
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“During World War II we supported price controls. We assigned a full-time 
consumer’s counsel to combat the efforts of wartime profiteers to punch holes 
or put a two-way stretch in price ceilings set by Government agencies. 

“Since 1945, our union has tried to bring public opinion to bear as a restraining 
influence on the profiteering greed of corporations so dominant in their fields 
as to be able to ‘administer prices’ without regard to the law of supply and 
demand. 

“In 1945-46, UAW members in General Motors plants across the country struck 
for 113 winter days, demanding wage increases without price increases. We 
sought not merely to win our just demands but to prevent the use of those 
demands as an excuse for completely unjustifiable price increases. We said we 
wanted to make progress with the community, not at the expense of the com- 
munity. We said we did not want to be paid off in the wooden nickels of 
inflation. We said we were fighting for a better tomorow for ourselves, our 
families, and the American people. 

“We were just as strong in our desire to protect consumers and the Nation’s 
long-run economic health and growth as we were firm in our determination to 
win a fuller measure of economic justice from General Motors for ourselves. 
This we proved again and again during the long strike when we offered to reduce 
our wage demands to whatever the amount—zero, if need be—that could be 
paid without necessitating an increase in prices charged consumers for General 
Motors products. 

“We said then, and we say now, that wage increases should be paid to workers 
as their rightful share of the past and continuing gains from rising produc- 
tivity based on technological advance and should not be used as an excuse for 
price gouging. Equitable sharing of such gains among workers, consumers, and 
employers is a prime necessity for a healthy, full-employment economy. Only by 
such sharing as part of the process of production, distribution, and consumption 
can purchasing power and markets be expanded to keep up with expanding pro- 
duction potentials. 

“Only if the wage-price profit relationship is kept in balance will our economy 
avoid the boom-and-bust cycle. Profiteering price increases undercut the pur- 
chasing power of the great mass of consumers and, as a result, demand for goods 
falls and unemployment spreads. 

“From early 1956 to early 1957, the U.S. Department of Labor’s Consumer 
Price Index has climbed almost without interruption. Today it stands at an 
all-time high. Daily reports of price increases for many goods and services 
generate the feeling and the fear that the index will continue to reach new 
recordbreaking high levels in the months ahead. 

“The cost of living in Canada as well as in the United States has continued 
to rise sharply. A major factor in the rise in food prices is the increased 
prices charged by the food processors. In Canada the prices paid farmers rose 
less than one-half as fast as the rise in cost to the consumers. In the United 
States the prices paid to the farmer were cut while prices rose and are still 
continuing to rise. 

“The sharp upward spiral in prices has come in a peacetime year during which 
there was less than sound, normal growth in our economy. Nor was the year 
marked by shortages of supplies, or abnormally high demand by consumers with 
excess purchasing power, or pressure of costs on corporations forcing them to 
raise prices in order to maintain profit margins. None of these elements was 
present during 1956 to account for the higher prices of today. 

“A gigantic propaganda barrage has been conducted by big business and the 
press which it tends to dominate and too often to control. The purpose has 
been and is to convince the public that price inflation has been brought on by 
wage increases. This distortion of facts diverts attention from the monopolistic 
pricing policies of steel, auto, farm machinery, rubber, newsprint, chemicals, 
oil, and other key industries. 

“These industries, each dominated by a few corporations, are marked by an 
absence of price competition and the presence of an ‘administered price’ sys- 
tem. Under this system, major corporations furnish ‘price leadership’ in set- 
ting the prices for the entire industry. They hold the power to fix prices ar- 
bitrarily. They are not subject to the laws of the marketplace that affect 
the pricing practices of corporations in price-competitive industries. These 
monopolistic corporations can and do set prices with utter disregard for the 
consumer and the stability of the Nation’s economy. Antisocial and economically 


destructive abuse of their price-fixing power is one of the chief causes of our 
current inflation. 
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“These giant corporations use wage increases won by unions as an excuse for 
unjustifiable price increases. The pricing policy of the steel industry is a prime 
example. Since 1945 that industry has put into effect an average of two price 
increases for every wage increase—usually one price increase preceding the 
wage increase and then another price increase following the wage increase. The 
cumulative effect of such price-gouging tactics has meant that for every dollar 
in wage increases won by the Steelworkers Union in the postwar period, the 
steel industry has reaped a harvest of more than $3 in additional revenue. 

“In the auto industry, General Motors and Ford raised prices on new models 
in the fall of 1955. The corporations used as a basis for their action the ap- 
proximate 20 cents per hour in economic gains won by the UAW. Yet the facts 
show that for the first 9 months of 1955, which include 4 months during which 
the gains won in negotiations were largely in effect, General Motors earned 
$2.93 and Ford earned $3.06 for every hour worked in their U.S. factories. 
With such recordbreaking profits the 20 cents per hour gains of our members 
could easily have been absorbed without price increases. And for 1955 the auto 
companies would still have remained the most profitable of all manufacturing 
industries even if productivity advances had not substantially offset higher 
hourly labor costs. Again in 1956, despite profits that were still exorbitant, 
and even without the excuse of bargaining gains by our union, these com- 
panies raised prices on new models in the face of a depressed market for autos 
and widespread unemployment among the industry’s workers. An official of the 
National Automobile Dealers Association said last September that such price 
gouging would cut 1957 sales by about 1 million passenger cars. This means 
the loss of about 100,000 jobs. 

“The oil industry has used the recent Mideast crisis as an excuse for pushing 
higher the prices of crude oil, fuel oil and gasoline. This has been done in the 
face of fabulous profits for 1956 which surpass all previous earnings of the 
industry. 

“In the middle of 1955, when the steel industry raised its prices and the auto 
companies were threatening to follow suit. the UAW International Executive 
Board called a thoroughgoing and searching congressional investigation of wage- 
price-profit relationships in these and other industries. 

“Then, and at every opportunity since, the UAW marshaled the facts and 
figures in the hope of bringing the force of public opinion to bear as a restrain- 
ing influence on price practices of the giant companies dominating these indus- 
tries. Our union pointed out how the advancing technology made it possible for 
the corporations to absorb the wage increases without raising prices to the con- 
sumer. But Government, press, radio, and TV have not issued the facts to their 
constituents, readers, and listeners. Here, as in so many other areas, press 
and radio communication has been very late with very little. 

“When it was clear that consumer prices were continuing their upward trend, 
in late 1956, our union called upon President Eisenhower to support a congres- 
sional investigation of the wage-price-profit relationship. In the letter to Presi- 
dent Eisenhower, the UAW stated: 

“*We are of the firm belief that an objective analysis of all the economic 
factors relating to wages, prices and profits will furnish irrefutable proof that 
wage increases definitely cannot be blamed for recent price increases by major 
corporations in basic industries such as auto and steel.’ 

“The letter said that a searching investigation would help to inform and 
arouse the public by making available all the relevant facts concerning the price 
inflation and allow the people to fix the responsibility for it where it belongs. 

“President Eisenhower declined to take any action. The President’s do- 
nothing position was in line with the earlier action of Secretary of Agriculture 
who tried to make political capital of the farmers’ plight. Secretary Benson by 
outright falsification of the facts has repeatedly tried to turn the farmers of 
the Nation against the manufacturing workers by blaming farm depression on 
wage increases won by union members. While alleging that wage increases are 
responsible for increases in consumer prices generally and in the price of goods 
farmers buy specifically. Benson, like Eisenhower, has a do-nothing policy about 
digging out and publishing the facts. 

“Nearly 2 years of effort to secure congressional investigation of the economic 
’ factors relating to wages, prices, and profits have been ignored by an adminis- 

tration dominated by big business interests. 

“In Canada, requests for similar investigations have likewise gone unheeded. 

“However, in the past month, Senator Estes Kefauver, chairman of the Anti- 
trust and Monopoly Subcommittee of the Senate Judiciary Committee, has an- 
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nounced that his committee will break through the paper and electronic curtain, 
which profiteering corporations have thrown around their pricing practices. 
The committee is definitely committed to look into the dangerous practices of 
corporations in the administered price areas of our economy. 

“Earlier this year our union proposed a Federal law that would give the 
publie the essential facts about certain corporate price increases, without in- 
volving government in the task of controlling prices. Here is how it would 
work: 

“1. Any corporation which accounts for more than a specified percentage— 
perhaps 20 or 25 percent—of the total sales of its industry would be required 
to give advance notice of intent to raise prices to a governmental commission 
created for this purpose. 

“2. That agency would thereupon conduct public hearings at which the cor- 
poration would be required to present detailed justification based upon its 
records of the need for the proposed price increase. 

“3. The corporation’s testimony would be subject to cross examination. Its 
pertinent records would be open for inspection both by the commission’s staff 
and by representatives of organizations or groups opposing the proposed price 
increase, including other corporations which buy goods produced by the firm 
proposing to raise its prices. 

“4. After the hearing, the agency would promptly publish the contentions of 
the parties and the facts as it had determined them. 

“5. The hearings having been concluded, and the notice period having expired, 
the corporation involved would then be entirely free to raise the price if it chose 
to do so. But the public would have the means to determine for itself whether 
or not the price increase was justified. 

“This proposai rests on the premise that an effective democracy must be an 
informed democracy. It imposes no compulsion with respect to wage or price 
actions. It infringes no freedom. It is designed solely to minimize the abuse 
of freedom through the secret and irresponsible exercise of economic power. It 
is aimed at encouraging economic and social responsibility in the exercise of 
that power. It would do so by removing the veil of secrecy that now conceals 
facts of vital public interest. Wherever and whenever there is a case for a 
price increase by a monopolistic corporation, let it be made in public. As we 
said to General Motors in 1945-46, ‘let’s look at the books; let’s see the 
arithmetic.’ 

“UAW members’ wages are protected by contract provisions against the erod- 
ing effects of price inflation but escalator clauses cannot safeguard the pensions, 
insurance and savings of these workers. Moreover, the unjustifiable price in- 
creases of the postwar period have slashed the purchasing power of millions 
who are not protected by escalator clauses, farmers, small businessmen, and 
families living on fixed incomes. It is clear that UAW members have a vital 
stake in the economic well-being of these fellow Americans and Canadians, 
because as their purchasing power falls behind full employment levels of pro- 
duction, the very stability and healthy growth of our whole economic system is 
placed in jeopardy. Now, therefore, be it 

“Resolved, (1) That this 16th convention commends the international ex- 
ecutive board of the UAW for its active concern with the problems of inflation 
during the whole postwar period and for its repeated attempts during this period 
to arouse public opinion to prevent unjustifiable price increases put into effect 
by corporations in some of America’s most profitable industries. 

“(2) We endorse thé international executive board’s numerous demands made 
in 1955 and 1956 for a thoroughgoing investigation by the U.S. Congress of the 
wage-price-profit relationship with special emphasis upon the ‘administered 
price’ sections of our economic system. 

“(3) We commend Senator Estes Kefauver and his Antitrust and Monopoly 
Subcommittee for embarking on such an investigation into the pricing practices 
in basic industries dominated by monopolistic corporations. 

“(4) We urge the international executive board of the UAW to bring to 
the attention of this committee the extent of price gouging on automobiles and 
trucks and agricultural implements which has had such a serious effect on the 
market for these goods and the employment of UAW members. 

“(5) This convention supports the proposal for legislation creating a U.S. 
governmental agency devoted to reviewing price changes in key industries, and 
requiring major corporations in those industries to present in advance detailed 
justification for any proposed price increases. 

“(6) This convention endorses the demands of our Canadian members for 
an investigation into the price policies and business practices of the corporations 
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which dominate key industries, for stricter action against monopolistic control 
and for legislation which would require all companies operating in Canada to 
publish full annual financial statements as to their Canadian operations so 
that the Canadian people may have information on which to pass judgment on 
their price and profit policies ; and be it 

“Further resolved, That we solemnly warn the American and Canadian people 
that if, for the sake of extortionate profits in the short run, monopolistic corpo- 
rations continue to price the consumers out of the market then indeed, they 
will be asking for a depression that will curl their hair—and, unfortunately, 
everyone else’s. We have seen this happen already in the farm equipment in- 
dustry which is closest to the farm depression. The general welfare, and na- 
tional security and survival require that such action as we propose be taken 
now before it is too late, before the profiteering boom is succeeded by a bust 
and a tragic recession.” 

It was during the 1945-46 General Motors strike, when we were holding out 
for wage increases without price increases, and were demanding that General 
Motors agree to be bound by the arithmetic of the case, that General Motors 
dramatically walked out of a session of President Truman’s factfinding com- 
mission being held here in the city of Washington. 


FURTHER EVIDENCE OF LABOR’S SELF-RESTRAINT 


As further proof that we and other unions practiced, long before adoption of 
our 1957 resolution, the principles and practices advocated therein, we offer at 
this point a letter dated November 5, 1948, from William H. Davis, then Chair- 
man of the National War Labor Board which, we believe, speaks for itself. 
We call particular attention to the underlined passages, which should be con- 
clusive evidence that labor has acted in the public interest and is entitled to 
some faith and credit when it offers to do so now in the continuing fight against 
the ravages of inflation. 

The text of Mr. Davis’ letter: 

NOVEMBER 5, 1943. 
Hon. Henry A. WALLACE, 
President of the Sénate, 
Washington, D.C. 


Str: The efficacy of the wage stabilization program has now been tested for 
a little over a year. Its success can be measured by examining the wage rates 
in the major basic industries because they have historically been the leaders 
in the movement of the general level of wages in this country. 

As wage contracts in these industries were renewed during the past year the 
War Labor Board has not approved any general increases, save for a few under 
the “Little Steel’ formula and in one or two rare and unusual cases of critica! 
importance to the war effort, and even in those only under the close restrictions 
of Executive Order 9328 and the supplementary administrative order of 
May 12, 19438. 

This should be compared to the year 1941, prior to stabilization, when the 
workers in steel received an increase of 10 cents an hour, in autos an increase 
from 10 cents to 20 cents an hour, in electrical manufacturing, 10 cents an hour, 
in bituminous coal, $1 to $1.40 a day, and in aircraft, 10 cents an hour. 

Due credit should be granted to the patriotism and foresight of the majority 
of the workers in these basic industries who accepted stabilization of their wages 
at a time of rising living costs. In a great number of instances their union 
leaders were so conscious of their responsibilities under the Government's pro- 
gram to hold down the cost of living, they did not even demand an increase in 
their general level of wages. The outstanding exception should not obscure the 
wisdom and forbearance of these responsible labor officials. [Emphasis supplied. ] 

To measure the direct effect of the increase which the Board has been able 
to grant to other workers under its wage stabilization policy, the Office of Price 
Administration has given the Board a detailed breakdown of the cases where 
wage increases necessitated price relief. These figures show that price relief 
was necessitated in only 411 out of 67,500 cases which the Board acted upon up 
through August.2. In other words, price relief was necessitated in only six out 
- of a thousand cases. Therefore, the application of the Board’s wage policy has 

had but a minute direct effect upon the cost of living of our citizens. 


rice increases in the canning industry where a special 
irector of Economic Stabilization to assure the full 


1 These figures do not include ogge 
procedure was authorized by the 
production of food. 
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The price increases which were granted, even in these 411 cases, the Office of 
Price Administration informs us, were attributable only in part to wage in- 
creases approved by this Board. In only 381 percent of these cases was the 
price increase due entirely to the wage adjustment. In the remaining cases 
factors, other than wage adjustments, were in part responsible for the price rise. 

It is also interesting to note that 192, or nearly half of the 411 cases where 
price increases were necessary, were concentrated in three industries—laun- 
dries, lumber and fluorspar—wage structures which were a handicap to the 
prosecution of the war. 

As the months flow by and the Board continues to hold wages at the general 
level of September 15, 1942, we become increasingly conscious of the fact that 
we are asking one segment of our society to do its part to protect all Americans 
from the ravages of inflation while, at the same time, a similar obligation has 
not been placed as heavily upon the shoulders of some of the other segments 
of this society. [Emphasis supplied.] 

Very truly yours, 
WILLIAM H. Davis, 
Chairman, National War Labor Board. 


This letter is in direct contradiction to the popular myth, fostered by cor- 
porate propagandists, that every wage increase must be followed by a price in- 
crease, or that every wage increase which does require a price increase is auto- 
matically unjustifiable. As the letter shows, in 994 out of every 1,000 cases in 
which wage increases were granted, no price increase was required. And 
almost one-half of the cases where price increases were required were in three 
industries where wages were so low that they actually constituted a handicap to 
the war effort. As we shall show later, while increasing productivity makes 
possible a steady increase in wages without any increase in the average price 
level, this may mean in some industries that wage increases will require price 
increases, while in others, wage increases can and should be accomplished by 
possible price cuts. 

Two years later, in the summer of 1945, Mr. Davis, then Director of the 
Office of Economic Stabilization, was called upon by representatives of the UAW 
and of other CIO unions to urge on him the necessity for increased purchasing 
power by the raising of wages to the maximum that was possible without in- 
creasing prices. 

The UAW prepared and published a detailed brief showing that, in 1943, wages 
and salaries in manufacturing industries could have been increased 23 percent 
without raising prices, yet maintaining a more than adequate level of profits 
for the industry as a whole. We showed that the automobile industry could 
have raised wages and salaries 27 percent without dislodging the automobile 
industry from the excess profits tax brackets. 

It was later that year, in the fall of 1945, that the General Motors workers 
demonstrated their interest in the vital matter of making progress with the 
community, not at the expense of the community, by the case they submitted 
in negotiations. This demonstration was direct and was made at great cost to 
General Motors workers and their families, as suggested in the resolution quoted 
above. 

The wage brief presented to the General Motors Corp. was entitled ‘“Purchas- 
ing Power for Prosperity.” That was exactly what we were interested in then 
and are today. We knew then that our wage negotiations were but one of many 
wage adjustments that would take place after World War II. We knew that 
the terms and circumstances of those wage adjustments would influence the 
strength and health of our economy and our Nation. The country needed wage 
increases, not in the wooden nickels of inflation but in the real dollars that pro- 
vide increases in living standards and in prosperity. To achieve genuine in- 
creases in buying power, the country had to be protected against unjustified 
price increases after wages were raised. 


PRICES ARE EVERYBODY’S BUSINESS 


General Motors contended then, and it and other like-minded giant and mo- 
nopolistic corporations enforcing administered price policies unon their comne- 
titors and upon consumers still contend—except when they blame labor for 
their price gouges—that what happens to prices is none of labor’s business or 
in fact none of the public’s business. 
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It is a matter of considerable satisfaction and renewed hope that what is 
happening here today before this committee shows that at long last at least some 
Members of Congress now believe, as we do, that what such corporations do to 
prices is everybody’s business. It is the business of government, of labor, of the 
consumer and of everybody else who is interested in improving the economic 
health of this country, the living standards of our people, and our strength, 
prestige, and security in today’s world of atomic energy and automation. 

It should be noted that our action of July 7, 1955, in calling on Congress to do 
something about unjustified price increases already in effect in steel and an- 
nounced for autos was taken more than 4 years ago, prior to the onset of the 


price-profit cycle of inflation that contributed to the recession of 1957 and which 
continues today. 


THE UAW HAS CONTINUED TO FIGHT INFLATION 


Since the adoption of the 1957 resolution proposing ways and means of fighting 
the price-profit spiral of inflation, we have continued to implement our words 
with concrete proposals and practical offers. 

On August 16, 1957, we proposed, as part of our 1958 wage demands, that 
automobile manufacturers cut prices on their 1958 cars by $100 so that, based 
upon estimates of the president of the National Automobile Dealers Association, 
about 1 million families would return to the market and buy cars. As part of 
that proposal, we offered to formulate our demands for the 1958 negotiations 
within the framework of the economics that would result from the price cuts of 
$100 per car. As part of that proposal we offered to subject our compliance with 
that commitment to impartial review. 

That offer was turned down. 

We then proceeded to formulate the union’s economic demands for 1958 collec- 
tive bargaining, determined that our wage demands would not be so constructed 
as to be the cause of increased prices. In those demands, the immediate in- 
creases proposed could be met out of increased productivity. 

Beyond that point we offered to make all additional increases contingent upon 
the profits that the corporations realized from the sale of their products. 

We proposed that they first set aside basic profits equal to 10 percent on net 
capital before taxes to assure their stockholders a basic return on their invest- 
ment comparable to the basic wages paid their workers; additional profits above 
that level would be used by the corporations to meet their responsibilities to the 
consuming public, their stockholders and their workers, with 25 percent going to 
consumers in the form of price rebates, 50 percent being retained by the 
corporations for distribution to stockholders and executives after payment of 
taxes, and 25 percent going to the workers. 

This proposal was clearly not inflationary, because it contemplated a division 
of profit after consumers had paid the prices charged by the corporations; in 
fact, it was counter-inflationary in that the equivalent of a price reduction was 
provided in the form of price rebates. 

This proposal also was turned down by the automobile manufacturers. But 
this rejection in no way diminished our union’s commitment to the principle of 
progress with the community, not at the expense of the community. 

On January 28, 1958, UAW President Reuther, appearing before the Senate 
Antitrust and Monopoly Subcommittee, again proposed Federal legislation hav- 
ing for its purpose the stated objective of section 2 of S. 2382. At that time, 
we expressed support of the principles and methods set forth in the bill intro- 
duced by Senator O’Mahoney in 1949 which in our opinion would better accom- 
plish the end sought by S. 2382. 

As a supplement to that proposal, President Reuther at the same time urged 
the establishment of an independent office of consumer’s counsel to represent 
the interest of the consumer in such hearings as were provided for under the 
O’Mahoney bill and in the bill S. 2382 that is before you. 

Shortly after President Reuther appeared before the Senate Antitrust and 
Monopoly Subcommittee in 1958, negotiations between UAW and the Big Three 
of the automobile industry began. In the course of these negotiations, the VAW 
again expressed in concrete form its devotion to protection of consumers against 
inflation. Several times in the course of these negotiations, it offered to submit 
the economic issues in dispute to impartial arbitration, with the stipulation that 
the arbitrators must limit the cost of their award to the amount that could be 
paid by the corporations without creating the necessity for price increases. 

Our repeated demand for wage increases without price increases is based 
on our concern for the welfare of the consumer and his right to higher living 
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standards, as well as on our recognition of the way in which the welfare of the 
consumer is tied into the welfare of the total economy, including the welfare 
of the wage and salary workers who comprise the great majority of consumers. 


OUR CREDENTIALS SHOW WE CARE DEEPLY AND HAVE SACRIFICED MUCH 


The record summarized above demonstrates, we believe, that the UAW comes 
into this hearing with credentials which show that we have done as much as 
any group in America to combat inflation. No group in America has made sacri- 
tices in the struggle against inflation comparable to those made voluntarily 
by more than 200,000 UAW members who remained on strike against General 
Motors for 113 days in an effort to prevent their legitimate wage demands from 
being used as an excuse for unjustifiable price increases. No group in America 
has expressed its willingness in as many ways and on as many occasions as has 
the UAW to subordinate its particular interest and momentary advantages to 
the general interest in a stable price level. 

These credentials and the thought we have given over many years to finding 
effective methods to deal with administered price inflation entitle us, we be- 
lieve, to consideration of our views in connection with proposed legislation di- 
rected at the problem of administered price inflation. 


INFLUENCE OF PRICE ADMINISTRATION MORE WIDELY RECOGNIZED 


We believe that the time is ripe for the passage of effective legislation in this 
field. As Dr. Gardiner Means pointed out in his appearance before a subcom- 
mittee of the House Committee on Government Operations, there is today a much 
wider understanding of the importance of the administered price abuse as a 
source of inflation than there was 3 years ago. Three years ago, for example, 
the Federal Reserve Board was still firmly wedded to the idea that excess de- 
mand was always the culprit, to be controlled by application of a tight money 
policy. Now we find, for example, Mr. Woodlief Thomas, economic adviser to 
the Federal Reserve Board, writing in a letter to the Washington Post (March 
12, 1959), that “* * * there are unstabilizing forces in pricing actions of the 
private economy—on the part of both management and labor—that cannot be 
effectively controlled or corrected by governmental actions in the area of fiscal 
and monetary policies.” 

As we shall show, the evidence indicated overwhelmingly that it is manage- 
ment, not labor, that has been responsible for the unstabilizing actions. But 
it is a hopeful sign that a man in Mr. Thomas’ position has come around to the 
point of view that the inflationary forces produced by private pricing power 
cannot be dealt with by fiscal and monetary measures. 


EVIDENCE OF ADMINISTRATIVE INFLATION 


In the past 3 years an imposing amount of evidence has been accumulated to 
show (a) that abuse of the power to administer prices has been a major infla- 
tionary force, and (b) that this abuse of power has been exercised primarily 
by a relatively small number of corporations that hold dominating positions in 
certain industries. 

This has been demonstrated specifically with reference to such industries as 
automobiles and steel, while the recent revelations of outrageous profiteering in 
the drug industry have demonstrated that some greedy companies will not hesi- 
tate even to exploit human pain and suffering. 

In addition, abuse of the power to administer prices has been demonstrated 
in more general terms with reference to the economy as a whole. 

Thus, the Senate Antitrust and Monopoly Subcommittee found that the auto 
industry was increasingly dominated by one firm, General Motors, whose pricing 
methods and policies largely determine the level of automobile prices generally. 
GM’s pricing policies are based on the goal of achieving a return of 20 percent 
after taxes on net worth or 15 percent on capital employed, at a standard vol- 
ume of production which is attained if plants operate for only 180 days in the 
year. In practice this profit goal has usually been substantially exceeded. The 
subcommittee’s own staff and the other made by Mr. Dan Cordtz, Detroit bureau 
chief for the Wall Street Journal, the subcommittee estimated the labor costs 
per car at about $350 which, it pointed out, “is in fact slightly below the $358 
unit profit averaged by General Motors from 1954 to 1957.” 

The fact that price increases have resulted from price decisions made inde- 
pendently by managements, rather than from decisions forced on managements 
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by any increase in unit wage or other costs, is clear from the subcommittee’s 
finding that “* * * it is hard to escape the conclusion that (General Motors’) 
prices and unit profits have risen much more rapidly than unit costs in the past 
two decades.” 


TESTIMONY OF DR. MEANS 





A major contribution to the study of the administered price problem has been 

that of Dr. Gardiner C. Means, who appeared several times before the subcom- 
mittee. Dr. Means not only developed the phrase, administered prices, more than 
20 years ago, but he has continued to study the subject carefully. 

In his appearance in 1957, Dr. Means emphasized that the study of price ad- 
ministration was far from completed, but he made it clear that he considered 
the exercise of administrative price power a major problem, not only in economic 
theory but in the formulation of adequate economic policies. He pointed out 
that a central feature of this power was the ability of managements to operate 
within what he ealled “an area of price discretion,” which allowed them con- 
siderable freedom in the manipulation of prices, and he said: “I have been 
unable to discover purely economie forces which will ensure that this discretion 
will be used in a manner that would serve the public interest.” 

In his 1957 testimony Dr. Means drew with considerable clarity a picture of 
an economic situatian which seems to us to call imperatively for a measure which 
will effectuate in a practical manner the principles of section 2 of S. 2382. It 
is a situation in which a relatively small group of people hold the power to make 
economic decisions which affect the living standards, the employment oppor- 
tunities and the general welfare of every American. Their decisions are not 
subject to the influence of market forces, except within broad limits, and there 
seem to be no economic forces operating on them to “insure that this discretion 
will be used in a manner that would serve the public interest.” 

In his appearance before the subcommittee again in January 1959, Dr. Means 
contributed some of the results of his continuing study of the problem since 1957. 
He established convincingly the point that since 1953 the inflation which has 
taken place has been what he calls an administrative inflation—that is, infla- 
tion arising from exercise of administrative power over prices rather than from 
an excess of demand over supply. He also showed that, with particular refer- 
ence to the steel industry, the inflation stemmed primarily from. management 
price policies rather than from union wage policies. This is of particular signifi- 
eance because, as he pointed out, from 1953 through October 1958 price increases 
by the steel industry and steel-using industries accounted for two-thirds of the 
total rise in wholesale prices, and price increases in the administered price in- 
dustries generally accounted for 85 percent of the gross increase. As Dr. Means 
said: 

“If these groups had not gone up in price, the wholesale price index would 
have risen less than 1 percent and, so far as the wholesale price index is con- 
cerned, there would have been no inflation. Anyone who thinks the recent infla- 
tion is not an administrative inflation had better study the record.” 

Everyone who is seriously concerned in arriving at an objective evaluation 
of the inflation problem is particularly indebted to Dr. Means for his insistence 
that the impact of wage increases on production costs can be measured only in 
terms of labor costs per unit of production, not in terms of payments per man- 
hour. We in the trade union movement have been struggling for years against 
the propaganda of managements who try to explain away price increases by 
quoting figures on man-hour wage increases, completely ignoring concurrent in- 
creases in productivity per man-hour. We hope that the belief of management 
representatives that they can continue to mislead people with this particular 
form of statistical sleight-of-hand has at least been shaken by Dr. Means’ attack 
upon it. 

In the steel industry, Dr. Means found that of the $11 per ton increase in 
steel prices imposed on the American people in the labor-contract year 1956-57, 
only about $1.75 could be attributed to increased labor costs not offset by pro- 
ductivity increase, and he expressed strong doubts as to whether increases in 
other costs could account for the rest. In fact, he indicated that there was no 
apparent increase in other costs, and possibly a decrease. 

Summing up on this point, Dr. Means said: 

“As far as I can see, we have here a clear case, not only of the existence of an 
important degree of pricing discretion, but the exercise of that power to increase 
prices significantly in excess of the increase justified by increased costs. 
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“Also, since the steel industry, a leader in the administrative inflation, tried 
to place responsibility on labor where it clearly does not belong, I think your 
committee should take with a good many grains of salt, the industrywide con- 
tention that labor is to a major extent the source of this administrative inflation. 

“This poses for us a major problem, the pricing power of modern industry. 
Administrative inflation is only one aspect of this problem. The problem itself 
is much more basic. It goes to the very foundations of our free enterprise system 
Which we all want to preserve.” 

The last paragraph of that statement is of particular importance to the hear- 
ings on this bill, because the purpose of section 2 of the bill is to restrain further 
abuses of administrative pricing power. 

Continuing his testimony, Dr. Means pointed out that within the framework 
of traditional economic theory there are three main lines of solution for the 
problem of excessive private power over pricing—reestablishment of classical 
competition through atomization of the big firms, price regulation of the public 
utility type, or government operation. None of these, he felt, was an adequate 
solution to the problems we face in our economy today. He also dismissed re- 
liance on the sense of social responsibility of management as a solution. He 
pointed out that there was no good reason why we should expect corporate man- 
agement to take on such social responsibility, there was no assurance that man- 
agement in any case would always know what was in the social interest, and if, 
as he seemed to think likely, the social interest dictated that the big companies 
should cease pricing policies designed to make the maximum profit, it was asking 
rather much to expect corporate managements to go that far against their own 
interest simply at the dictates of their social conscience. 


THREE STEPS SUGGESTED 


Instead, he suggested three new steps that might be taken: 

First, we should get rid of the idea that the big corporations are private 
enterprise, and recognize them for the collective enterprises that they really 
are. 

Second, we should start setting up the standards by which to judge the per- 
formance of such enterprises. 

Third, we should seek to establish incentives which would tend to make the 
self-interest of the corporations conform to the public interest in the light 
of these standards. 

These suggestions are immediately relevant to the purposes of S. 2382. A 
major feature, in fact an absolutely essential feature of such a measure if it 
is to be effective, is public disclosure of the facts upon which price decisions are 
to be made. This will be opposed by management, as similar measures always 
have been, on the ground that it violates the principle of confidentiality. This 
principle, I suggest, applies properly to a true private enterprise which is only 
one of several hundred, or several thousand freely competing with one another. 
It no longer applies to the great collective enterprises which dominate whole 
industries and substantially influence the well-being of every American. As Dr. 
Means said: 

“Just what is private about an enterprise that organizes a quarter of a 
million workers into a great productive unit using the capital of more than a 
quarter of a million stockholders and serving millions of ultimate customers? 
Is it any more private than, say, the Government of New York State?’ 

We intend to discuss this point further in dealing with some of the objections 
which have been raised against the public price hearing proposals. 

An effective price hearings procedure would also constitute a start toward 
the second step suggested by Dr. Means, the setting of standards for the be- 
havior of such great collective enterprises. The bill should not attempt to set 
such standards in the area of price policy. Those standards will have to be 
set over time, and through experience, by the people themselves. But in order 
to judge the conduct of such enterprises, the people first must have full informa- 
tion. They must know the facts behind the price decisions that are made or 
proposed. The purpose of this bill is to help dig out those facts. 

Finally, effective price hearings would provide an incentive to the corpora- 
tions to make price decisions which will conform to the public interest—the 
very important incentive which arises from the pressure of an informed public 
opinion. That incentive can be a very strong one. Few corporate managements 
today will delude themselves that they can for long respond to considerations 
of public interest with an attitude of, “The public be damned.” The very 
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knowledge that a public opinion which is disregarded will seek the means of 
making its wishes heeded should be sufficient to insure that price decisions which 
cannot stand the light of public scrutiny will not in fact be made. However, as 
we shall show, this requires a more effective disclosure of the pertinent facts 
than S. 2382 in its present form is likely to provide. 


MEANS IS AGAINST PRICE AND WAGE CONTROLS; SO ARE WE 


As was previously noted, Dr. Means also appeared before the House subcom- 
mittee which held hearings on the House companion to this bill, and endorsed 
the proposal for price hearings. He said: 

“* * * For the immediate problem of achieving full employment without 
serious administrative inflation, I regard public price hearings and publication 
of the facts as having an important role to play. I would be very strongly 
against the adoption of price and wage controls except as a distant and last 
resort when other measures had failed. But public hearings on prospective 
er actual price increases (and where necessary wage increases) could serve 
a very useful purpose where there was a serious danger that such increases 
would threaten the stability of the economy and impede economic recovery. I 
would not contemplate hi large number of hearings in any one year, but I would 
expect that the relevant data on costs, wages, productivity, ete., would allow 
the public to distinguish between legitimate and nonlegitimate price increases 
and bring home to those in control in the concentrated industries the policies 
whieh would represent responsible behavior toward economic recovery.” 

We associate ourselves without qualification with these opinions of Dr. Means, 
both in his opposition to wage and price controls and in his support of price 
hearing. We would point out in particular, however, Dr. Means’ assumption 
that such hearings would have to bring out ‘“‘the relevant data on costs, wages, 
productivity, ete.” We agree on the necessity for such data, but the evidence 
of attempt after attempt that has been made to get them makes it clear that 
corporations will not furnish such data voluntarily. It will require the power 
of subpena to insure that_the relevant facts are produced. 


PROFITS OF LEADING CORPORATIONS SHOW EFFECTS OF PRICE ADMINISTRATION 


Dr. Means was able to show the major role played by price administration 
in the inflation of recent years by comparing price movements in industries 
with highly administered price structures and price movements in industries 
where price administration was less common. A somewhat similar analysis 
shows how corporations with substantial power to administer prices have been 
able to profit more than, and frequently at the expense of, smaller and less 
powerful companies, as well as at the expense of the consumer. 

With an understandable sensitivity, most spokesmen for large corporations, 
when discussing the responsibility for price increases, prefer not to talk about 
the profit records of their own firms, but attempt to hide behind the overall 
figures for all corporations or all business. These, of course, include scores of 
thousands of small enterprises, few of which are in a position to dictate prices 
or set their own profit levels, and most of which are making relatively modest 
gains or, in many Cases, even losing money. 

The profit positions of major corporations with price administering power 
must be distinguished from those of the smaller firms with little or no such 
power. 

In order to separate out the profits of at least some of the major corporations 
with dominant power to administer prices, we have analyzed the profits of 
30 leading corporations, the 3 with greatest 1947 sales in each of 10 key 
manufacturing industries, and compared them with the profits of all manu- 
facturing corporations. The industries selected are those with a high degree 
of price administration. They correspond closely with those designated as ad- 
ministered price industries by Dr. Means. 

The industries and firms covered by our analysis are: Primary aluminum— 
Reynolds Metals, Alcoa, and Kaiser; chemicals and allied products—Du Pont, 
Allied Chemical and American Cyanamid; electrical machinery, equipment and 
supplies—General Electric, Westinghouse, and RCA; food processing except 
meats—National Dairy Products, General Foods and Borden; glass products— 
Pittsburgh Plate Glass, Owens-Illinois, and Libby-Owens-Ford ; primary iron and 
steel—U.S. Steel, Bethlehem, and Republic; motor vehicles and equipment— 
General Motors, Ford, and Chrysler; paper and allied products—International 
Paper, Crown Zellerbach, and St. Regis; petroleum refining—Standard of New 
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Jersey, Socony-Mobil, and Standard of Indiana; rubber products—Goodyear, 
Firestone, and U.S. Rubber. 

The accompanying table shows that between 1947 and 1957 this handful of 
industrial giants profited and grew out of all proportion to the general run of 
manufacturing companies. They increased their sales by 162.8 percent, while 
the sales of all others increased by only 102.7 percent. 

Much more significant for present purposes, however, is the fact that the 
30 leaders increased their profits before taxes by 181 percent—just about four 
times as much as the 45.5-percent increase achieved by all other manufacturing 
corporations. Although the 30 giants constitute less than 0.03 percent of the 
estimated total of 115,000 manufacturing corporations, they accounted in 1947 
for 18 percent of the total profits of all manufacturing corporations. By 1957 
their share of total manufacturing corporation profits had risen by nearly two- 
thirds to 29.8 percent. The share of the remaining 99.97 percent of all manu- 
facturing corporations had dwindled from 82 percent of total manufacturing 
corporation profits to 70.2 percent. 

To put the comparison in another way, between 1947 and 1957 the profits 
before taxes of all manufacturing companies increased by $11.6 billion. The 
profits of the 30 leading corporations increased by $5.4 billion, and the profits of 
all others by $6.2 billion. 


Sales, profits, and assets, 30 leading corporations in 10 administered price 
industries compared with all manufacturing corporations, 1947-57 


[Dollars in millions] 


1947 1957 Percent 
change 
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1 As of beginning of year. 
2 As of Mar. 31, 1947 (earliest available). 


Source: Moody’s Industrials: FTC-SEC, Quarterly Financial Reports for U.S. Manufacturing Cor 
porations. 
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In other words, 0.03 percent of the companies got 46.7 percent of the increase 
in total profit, and 99.97 percent of the companies divided the remaining 53.3 
percent of profit increase amongst them. 

Inclusion of data for 1958 might reduce these ratios somewhat, but the year 
in which we reached the depths of the sharpest recession since World War II 
ean scarcely be considered typical. Complete data for 1959 are not yet avail- 
able, but they also would show some lingering effects of that recession, as well 
as the effects of the steel strike. 


BIG CORPORATIONS HIDE BEHIND LITTLE COPORATIONS 


Corporate spokesmen often prefer to talk about profits after taxes rather than 
profits before taxes, although it is the latter which go into the prices consumers 
pay. However, if profits after taxes are compared, the figures are even more 
startling. 

The 30 leading corporations got 54.1 percent of the total increase in profits 
after taxes, and all other manufacturing companies got only 45.9 percent. 

Corporate spokesmen have also claimed on occasion that the year 1947 is an 
unfair basis for comparison because industry was still beset by problems of re- 
conversion which tended to depress profits. This argument, as it applies to 
profits generally, is belied by the fact that 1947 was the year of by far the highest 
profits in history up to that time. In the case of the 30 giants, the claim of de- 
pressed profits in 1947 is answered by the fact that their average return on net 
worth in that year, after taxes, was a handsome 15 percent. A further answer 
is the fact that if 1948 rather than 147 is taken as the starting point the in- 
crease in profits to 1957 turns out to be 112.4 percent for the 30 giant corpora- 
tions—more than three times the 36.8 percent increase for all other manufac- 
turing corporations. 

Profits expressed as a percentage of sales are not always the best measure 
of a corporation’s profitability, since some kinds of business turn over their 
product much more rapidly that others. However, changes in the percentage of 
the sales dollar going inte profits do have a real bearing on price increases. _Com- 
panies which have increased the percentage of sales they rake off as profit can 
searcely claim that they have imposed only price increases which were forced on 
them by higher costs. 

Here again the advantage to the giant corporations of hiding their affairs in 
the anonymous mass of data for all corporations becomes apparent. If they 
.can restrict analysis to the profits and sales of all companies, big corporation 
managements can say, “Manufacturing corporations altogether received 11 per- 
cent of the sales dollar as profits before taxes in 1947, and by 1957 this had fallen 
to 8.8 percent. How can you say business is responsible for price increases?” 

But when we look at the figures for the 30 leading corporations, which have 
and use the power to determine prices, we find that their profits rose from 12.3 
percent of sales in 1947 to 18.2 percent in 1957, while the profits of all other com- 
panies fell from 10.8 percent of sales in 1947 to 7.7 percent of sales in 1957. 
Not only did the price-setting companies start with a higher take from the sales 
dollar than their smaller competitors, but through their pricing power they 
pushed prices up to levels that meant still larger profit margins for them. 

One of the reasons the big ccmpanies were able to take the lion’s share of the 
profits, of course, is that in many of the industries, such as aluminum, steel, 
electrical equipment ete., the prices charged by the major manufacturers rep- 
resented costs to thousands of smaller companies, many operating in competitive 
markets, which were their customers. Thus many of the giant corporations were 
able to increase their profits, not only in competition with smaller companies, 
but directly at their expense. 

As might be expected, the 30 leading companies also grew much more rapidly 
during the period than the other manufacturing firms. Their assets increased 
by 169.7 percent, while the assets of all the others increased by only 127 per- 
cent. Thus they ended the 10-year period in an even stronger economic posi- 
tion, as against the rest of the manufacturers in the country than they had en- 
joyed at the beginning of it. 

This analysis complements and corroborates that of Dr. Means by showing 
that positions of economic dominance and power to administer prices have been 
used to exact inordinate profits. 


See oe” ee 
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OBJECTIONS TO PRICE HEARINGS HAVE NO VALIDITY 


Since the proposal for public price hearings was revived 3 years ago, it has 
been the subject of considerable public discussion. Several of the witnesses 
who followed Mr. Reuther in the hearings before the Senate Antitrust and 
Monopoly Subcommittee discussed the proposal, and we may assume that the 
corporate representatives who opposed it produced all the arguments they could 
against it. Since then it has been discussed in the press and elsewhere, includ- 
ing Senate and House committees. Objections raised to the proposal include 
the charge that it would destroy free enterprise, that it would violate rights of 
confidentiality, and that it would act to discourage price reductions when they 
might be possible. None of these objections seems to us to be soundly based. 


PRIVATE HEARINGS WOULD NOT DESTROY FREE ENTERPRISE 
The “free enterprise” argument was put forward by Mr. Curtice of General 
Motors. He said it would be “the beginning of the end of the free enterprise 
system,” that it would remove the right to make decisions from those who are 
held responsible for making decisions. 

This, the members of the committee will doubtless recognize, is resort to a 
slogan to cover up the lack of a reasoned argument. Price hearings would not, 
of course, remove any of management’s rights to make decisions. They would 
insure that price decisions would be made in an atmosphere of greater respon- 
sibility, because those who decided to increase prices would know that they 
would have to justify those decisions before the public. But to enforce an in- 
crease of responsibility upon managements which now show all too little re 
sponsibility is not to threaten or weaken free enterprise, but to strengthen it. 

Practically every time any great social or economic advance has been legis- 
lated in this country, there have been those who opposed it on the ground 
that it would “destoroy free enterprise.” They opposed the child-labor laws 
on that ground, they opposed minimum wage legislation on that greand, they 
opposed the graduated income tax and a host of other measures on the same 
ground. The source of their confusion has always been the same—that they 
have identified their own narrow and selfish interests with the free enterprise 
system. The interests of General Motors or U.S. Steel are not identical with 
the free enterprise system. On the contrary, the gross abuse of administered 
price power by these and other giant corporations represents one of the most 
serious threats to the preservation of the free enterprise system. Rather than 
weakening or threatening free enterprise, the proposals for price hearings will 
strengthen and support it by making it more responsive to the will and the 
needs of the people. 


PROPOSAL NEED NOT DISCOURAGE PRICE CUTS 


The minority report of the House committee which reported out the House 
companion to this bill suggested that the prospect of public hearings before 
any price increase might deter companies from lowering prices if their costs 
go down, lest they have difficulty later in raising prices back to the previous 
level if they felt it necessary. This in itself, of course, was an admission that 
competition can no longer be relied upon automatically to pass such cost reduc- 
tions on to the consumer, as it is supposed to do. If there is any validity to 
that objection, it could easily be met by providing for hearirgs also whenever 
the agency is provided with a prima facie case for a price cut which companies 
have failed to make. The initiation and presentation of a case of this kind might 
well be a function of the Department of the Consumer privided for in S. 1571. 

The question of confidentiality is discussed below, in relation to one of the 
major defects of S. 2382. 


PRINCIPAL DEFICIENCIES OF 8. 2382 AND SUGGESTED REMEDIES 


In our view, S. 2382 is seriously deficient in a number of important respects. 
These deficiencies are so serious, in our opinion, as to make the bill incapable of 
accomplishing its intended purpose. In fact, as we shall show, it is susceptible 
of being perverted into an instrument for misleading, instead of informing, the 
public as to the facts related to specific price increases in administered price 
industries. 

Among the deficiencies of S. 2382 are the following: 
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1. S. 2382 is deficient in that it does not specify clear criteria for coverage of 
corporations subject to it 

S. 2382 fails to specify any criteria for the determination of the corporations 
covered by the proposed public hearings on price increases. It provides only that 
“The President, directly or through an Federal agency he designates, shall hold 
public hearings concerning (a) price increases, prospective or actual, which in 
his judgment appear to threaten national economic stability, and (b) wage in- 
creases, prospective or actual, and the relationship of the price increases thereto, 
which the firm involved declares to be a cause of the price increases specified in 
clause (a) of this section.” 

It would be inadvisable in our judgment to allow unlimited administrative 
discretion in the application of the public hearings procedure. Corporations that 
shoula be required to justify proposed price increases might be tempted to exert 
undue influence to escape the hearings procedure. Corporations whose price 
actions have no significant consequence on the stability of the price level might 
for political reasons, nevertheless, be made subject to the hearings procedure. 

Clear definition of the corporations covered would be essential in any case if 
the notification requirement which we propose below is adopted. It would then 
be essential for any carporation contemplating an increase in its prices to know 
whether or not it belonged in the group that was required to file advance notice 
of such an increase. 

We therefore urge that this committee define clearly the corporations that 
would be required to furnish public justification of their proposed price in- 
creases. 

We recommend that the hearings procedure be made applicable automatically 
to corporations having 25 percent or more of the total sales in their respective 
industries. 

In our judgment, control of 25 percent or more of the sales of any commodity 
tends to give the corporation having such control the power to exert “price 
leadership” within its industry. By imposing restraint through public hearings 
on the price leader or leaders, the price level for the entire industry can be kept 
within bounds. . - 

As evidence of the inability of a company which is relatively small in its 
industry to influence industry price decisions, we cite the case of the Alan Wood 
Steel Co. of Philadelphia, which unsuccessfully attempted in 1958 to set the pace 
for steel price increases. On June 25, 1958, this company announced that on 
July 7 it would raise its steel prices $6 a ton with the now standard excuse that 
.this was necessary to “offset higher labor costs.” U.S. Steel, however. was not 
prepared to raise prices quite so soon and held the line for the time being. The 
other steel producers followed suit, and Alan Wood quickly rescinded its pro- 
posed increase until the price leader decided, a month later, that it was time 
to make the move. While it is true that this company is so small—1958 sales, 
$54 million—that it would not come within the first eight in its industry, never- 
theless its experience provides evidence that no company in an industry can raise 
prices where the “price leader” is not prepared to do so. 

Even more convincing evidence of this fact is the statement by the president 
of Jones & Laughlin Steel Corp., (a relatively large company) quoted by Steel 
magazine of July 7, 1958, that it would be “commercial suicide” to change prices 
without such action by U.S. Steel. 

As matters turned out, Jones & Laughlin did anticipate U.S. Steel’s increase, 
but only by 1 day, and in circumstances which make it evident that it felt quite 
sure the latter would follow suit. 

Limitation of coverage of the proposed legislation to corporations having 25 
percent or more of total sales in their respective industries would help also to 
confine the task of the agency responsible for conducting the hearings to man- 
ageable proportions. Rough analysis suggests that only about 250 corporations 
in all would be subject to the hearings procedure under the 25 percent criterion. 
In this regard, we refer again to Dr. Means’ recommendation that a large num- 
ber of hearings not be held in any one year. 


2. S. 2382 is deficient in that it fails to require advance notice of proposed price 
increases 


S. 2382 proposes to bring to bear an informed public opinion upon price and 
wage increases which threaten economic stability. The purpose, obviously, is to 
invoke the force of public opinion as a deterrent to unjustifiable increases in 
wages or prices. With this purpose we are fully in accord. 
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We believe that an informed and aroused public opinion, if brought to bear 
in time, can succeed in preventing some, if not necessarily all, price increases 
that have no basis in sour economics. We do not believe, however, that the 
implementing provisions of S. 2382 as it now stands will contribute in any sub- 
stantial way to the prevention of unjustifiable price increases. 

The bill does not require any corporation proposing to raise its prices to serve 
notice of its intention upon the President or upon any Government agency. As 
Gardiner Means noted in his testimony before the House committee on this bill, 
price changes in unregulated industries are seldom proposed in advance. 

Apparently the bill’s sponsors are reconciled to the fact that there will often, 
if not always, be no advance knowledge of price increases before they are made 
effective. The bill as now before you provides for public hearings on price and 
wage increases, prospective or actual. It is highly doubtful, however, whether 
there would be any great value to holding hearings after the increases have 
been put into effect and the inflationary damage done. 

The supporters of S. 2382 apparently believe that its lack of sanctions is a 
virtue. We, on the other hand, feel that the absence of a requirement for ad- 
vance notice of proposed price increases, coupled with lack of sanctions to 
enforce such advance notification, is a most serious defect which, in itself, would 
tend to defeat the purposes of the bill. 

Senator O’Mahoney, in introducing his bill (S. 215), providing for hearings 
on proposed administered price increases, pointed out that the requirement of 
advance notification of a proposed price increase has many years of precedent 
in labor law. He said: 

“Congress has not hesitated to enforce a cooling-off period on organized labor, 
which, under the Railway Labor Act and the Taft-Hartley Act, may not sell its 
commodity for the price it demands until a certain period of time has elapsed. 
If we can freeze the wages of labor, certainly we can freeze the prices at which 
a concentrated business organization sells its products, particularly when the 
public interest demands that Congress halt inflation.” 

The O’Mahoney bill therefore provides that any corporation which fails to 
give the requested notice of a proposed price increase shall be subject to a 
penalty of not less than $5,000 nor more than $50,000. 

We believe that this penalty is much too small to be effective. The gain from 
even a small price increase imposed by the giant corporations which would be 
covered by the O’Mahoney bill would far outweigh the penalty which the bill 
provides. 

The principle of a requirement for advance notice, implemented by an adequate 
penalty, is an obvious requisite of any legislation which would seek to enlist 
the force of public opinion as a deterrent to an injustifiable price increase. 
The O’Mahoney bill requires 30 days’ advance notice before the proposed price 
increase could be made effective. We believe this period is too short to permit 
adequate investigation of the facts relating to a proposed price increase. We 
therefore urge that this committee consider a waiting period of at least 60 days, 
which would be equivalent to the notice period imposed on trade unions in con- 
nection with their wage demands under the Taft-Hartley Act and that this 
notice requirement be enforced by an adequate penalty. 


3. S. 2382 is deficient in that it fails to create an agency with the responsibility 
and the staff to inform the public of the facts related to inflationary price 
increases 

The original version of this bill established the Council of Economie Advisers 
as the agency to conduct public hearings on proposed price and wage increases. 
The present version provides for such hearings to be conducted by the President, 
directly or through any Federal agency he designates. We agreed with the 
Council of Economie Advisers when it contended that it is not the appropriate 
agency to conduct such hearings. 

We do not believe, however, that the present proposal is an improvement. If 
the hearings procedure is to be effective, there will have to be created an agency 
with a staff that can devote its undivided attention to holding hearings on 
administered price increases. .Only such an agency can fully develop the skills 
required for maximum effectiveness in eliciting the facts and for presenting 
them in a form that will make for the greatest possible degree of public under- 
standing. 

In addition, legislation should avoid creating a situation in which the Presi- 
dent, through choice of the agency assigned to conduct the hearing in a specific 
instance, can predetermine the outcome based on the known views of that 
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agency. This discretionary authority, together with the wide latitude pro- 
vided in the bill for the determination as to which corporations are to be in- 
volved in the public hearings, smacks to us altogether too strongly of a govern- 
ment of men rather than a government of laws. 

We therefore urge that S. 2382 be amended to provide for the creation of an 
agency whose sole function would be to conduct the hearings called for by the 
bill. 

As we have already indicated, we believe the consumer should be represented 
in any hearings, either by an independent Office of Consumers Counsel or by the 
Department of the Consumer which would be created by S. 1571, introduced by 
Senator Kefauver. 

There is another alternative, however, which we suggest for the committee’s 
consideration as a means to provide for both hearing agency and consumers’ 
advocate in a single statute. There are precedents for legislation which would 
provide for both functions. 

Under the Taft-Hartley Act, for example, there is a General Counsel who 
functions independently of the National Labor Relations Board before which 
he appears as an advocate. This suggests the possibility of amending S. 2382 to 
provide for a new agency which would receive price increase notifications and 
hold hearings on them and simultaneously to provide for an office charged with 
responsibility for preparing and presenting the consumers’ case on the issues 
involved in such hearings. 


4. S. 2382 is deficient in that it fails to provide the subpena power without 
which the facts required to inform the public will remain unavailable, thus 
leaving the way open to continuation of unfounded and irresponsible prop- 
aganda by corporations guilty of administered price inflation 

Most crucial of all the defects of S. 2382 is its failure to assure that all 
pertinent data relating to price increases will, in fact, be made available to the 
public. There is no provision for the use of the subpena power to compel wit- 
nesses to attend or to make available to the hearing agency the data on costs, 
prices, profits, and productivity, without which the public hearings would be 
largely meaningless. 

We in the UAW have had considerable experience during the postwar period 
with the refusal of corporations in the automobile industry to back up with 
solid, factual documentation the charges they make as to the causes of their 
inflated prices. When called upon to substantiate their repeated contentions 
that the economic gains of our members have left them no alternative but to 
raise their prices, they plead the confidentiality of the data, thus resorting to 
the corporate equivalent of the fifth amendment. 

There is no assurance that any corporation called upon to participate in pub- 
lic hearings on its price increases will show any more consideration for any 
agency designated by the President than the General Motors Corp. showed for 
the Presidential Factfinding Board appointed to hold hearings on similar mat- 
ters in the course of the 1945-46 UAW strike against GM. When the Fact- 
finding Board, operating under a specific Presidential directive, made clear its 
intention to look into General Motors’ ability to meet the demands of the union 
without raising its prices, the corporation melodramatically walked out of the 
proceedings. 

More recently, before the Senate Antitrust and Monopoly Subcommittee, the 
auto corporation witnesses in attendance were free to the point of recklessness 
in charging, directly, and by innuendo, that the economic gains of their work- 
ers had compelled them to raise their prices. Yet, when called upon to provide 
data that would support their charges, they evaded or refused. 


A CORPORATION CONTRADICTS ITS OWN PROPAGANDA 


Subsequent to the hearings, and despite their failure to back up their charges 
with the economic facts, they conducted an intensive public relations campaign 
designed to mislead the public into beileving that the UAW was responsible 
for their price increases. 

None of the auto corporations has been more vociferous in this propaganda 
campaign than Ford Motor Co., and no executive of that company has been 
louder in his antilabor charges than Mr. Theodore O. Yntema, Ford’s financial 
vice president and its chief witness before the Antitrust and Monopoly Sub- 
committee early in 1958. More recently, however, this same Mr. Yntema found 
himself in the position of a promoter of the sale by the Ford Foundation of 2 
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million shares of Ford Motor Co. stock. In preparation for this sale, a group 
of executives of the Ford Motor Co., including Mr. Yntema, met in New York 
with the representatives of the bankers and brokers who were to handle the 
sale. At this meeting, according to the Wall Street Journal for March 25, 1959: 

“Theodore O. Yntema, financial vice president, said that in the period from 
1954 to 1958, the company has cut the cost of producing an automobile an 
average of $94 a unit. Personnel and salary cuts since 1957 will result in 
savings of $100 million a year, he said.” 

It is not clear from the above-quoted statement whether the $94 represents 
a reduction in total costs or in labor costs only. Since materials prices increased 
considerably and Ford’s depreciation charges also rose sharply during the period 
involved, it is obvious that the cost savings must have come through reductions 
in labor costs resulting primarily from automation and other technological 
advances. In view of increases in materials costs and depreciation charges, it 
is equally obvious that, if the $94 refers to total costs, the reduction in labor 
costs must have been very much greater than $94 per car. 

In either case, the quoted statement is in direct contradiction to the clear 
implication of Mr. Yntema’s previous testimony that the economic gains of 
UAW members employed by the Ford Motor Co. compelled Ford to raise its 
prices. Either the 1958 insinuation or the 1959 statement is untrue. 

Ford’s profit figures for 1959 strongly suggest that Mr. Yntema adhered more 
closely to the facts when he spoke in his role as stock salesman than he did 
in his role as antiunion propagandist. 

Ford’s 1959 profit figures tend to corroborate the reductions in unit costs 
with which Mr. Yntema sought to impress the bankers. Profits before taxes in 
1959 were only 13 percent below the peak year of 1955, although the company 
sold 20 percent fewer cars and trucks. Even more strikingly, profits before 
taxes in 1959 were 14.8 percent higher than in 1957, although the number of 
vehicles sold was 6.0 percent fewer. While we recognize that part of these 
differences might conceivably be explained by such factors as a difference in 
mix as among passenger cars, trucks and parts, or as between foreign and 
domestic operations, nevertheless they tend strongly to support Mr. Yntema’s 
statement made in connection with the stock sale and to refute the impressions 
he tried to create earlier that higher wage rates were responsible for Ford’s 
price increases. 

Under the terms of S. 2382, there would be no way to ascertain the truth be- 
hind conflicting statements such as those made for different purposes by Mr. 
Yntema. In the absence of facts that are ascertainable only from examination 
of the records of the corporations themselves, the executives of those corpora- 
tions would be free to pervert the public hearings procedure into a sounding 
board for their self-serving propaganda purposes. Far from informing the 
public, the hearings would thus become an additional means of misleading the 
public as to the facts behind price increases. 

Corporate propagandists would have the choice of ignoring the hearings, or 
walking out on them as General Motors did in 1945, or using them as a vehicle 
for the further dissemination of their public relations handouts. No useful 
public purpose can be served by hearings on price increases unless it can be 
assured that all the pertinent facts will be made available for examination by 
the hearing agency, assisted by cross-examination and challenge by others in 
a position to subject the allegations of the corporation involved to critical 
analysis. 

PLEA OF “CONFIDENTIALITY” IS A SMOKESCREEN 


The plea of confidentiality that will be raised by the corporations in opposi- 
tion to the invocation of the subpena power implies that the data involved are 
coulpetitive secrets. The premise upon which the proposal for public hearings is 
founded is that price competition is inoperative in the industries in which public 
hearings are contemplated. On that premise, there are no competitive secrets in 
relation to prices in such industries. 

As the Senate Antitrust and Monopoly Subcommittee pointed out in its report 
on administered prices in the automobile industry : 

“The method employed by General Motors for setting its automobile prices is 
basically that of a public utility * * *. But a distinction should be noted. The 
public utility is a regulated monopoly; its cost formulations and pricing prac- 
tices are subject to governmental supervision for the protection of the public. 
General Motors possesses much of the economic power of a public utility, but 
it is free from governmental oversight.” 
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The cost data of a public utility cannot be concealed from the scrutiny of pub- 
lic officials. Neither can we afford to permit concealment from the public of 
the data underlying the price decisions of the executives of giant corporations 
when those decisions have such far-reaching effects upon the economic welfare 
of all Americans. 

If the force of informed public opinion is to substitute adequately for the ab- 
sence of market forces in the industries under consideration, the public must be 
equipped with the data that can be obtained only through exercise of the sub- 
pena power. Moreover, such data must be subjected to the most searching 
screening and analysis. Cross-examination is the most effective means that has 
thus far been devised to ascertain the truth when facts are in dispute. 

We therefore urge that this committee report out a bill which will provide the 
hearing agency with subpena power to compel witnesses to attend and to fur- 
nish the hearing agency with all pertinent data and records in their possession 
which are necessary, in the judgment of the agency, to bring to bear an informed 
public opinion upon the proposed price increase. 

We urge, further, that the bill reported out by the committee include pro- 
vision for cross-examination with respect to all data presented and all conten- 
tions made in the public hearings by the proponents and the opponents of the 
proposed price increases. » This would make it possible, for example, for repre- 
sentatives of the automobile industry to participate actively and constructively 
in hearings on proposed price increases in the steel industry whose prices are a 
major cost fact in the manufacture of automobiles. 


0. 8. 2382 is deficient in that it fails to provide adequately for publication of the 
facts revealed in hearings 

S. 2582 provides that the President shall issue factual summaries of * * * 
hearings. We believe this to be inadequate on two counts. First, this language 
might be interpreted as barring publication of the full transcript of such hear- 
ings. If hearings are to be public, then the complete record of what transpires 
should be made publicly available, so that any member of the public may ex- 
amine, analyze and draw conclusions from it. 

We should like to. suggest-that the possibility of televising the hearings should 
be looked into as an additional means for bringing the facts to the attention of 
the public. The use of television has proved most effective with regard to some 
committees whose fields of investigation, while undoubtedly important and 
fraught with public interest, are no more so than the question of price increases 
affecting the standards of living of every American and the stability of the Amer- 
ican economy. 

The provision for factual summaries is deficient also in that it might well be 
interpreted as permitting publication only of summaries of what was said on 
each side, rather than findings of fact as between opposing contentions. It can 
be expected that the corporations involved in the hearings will seek by every 
means that ingenuity can devise to muddy the waters so that the public will be 
confused rather than informed. 

In the hearings of the Senate Antitrust and Monopoly Subcommittee on ad- 
ministered prices, for example, corporation after corporation turned up with 
statements obviously concocted with the assistance of their public relations 
departments, full of irrelevant or distorted data. In several instances these 
presentations were torn apart under the able cross-examination of members of 
the subcommittee, and exposed for the flimsy shams they were. Later, in pub- 
lishing its reports, the subcommittee was able to make findings of fact which 
revealed to the public some of the actuality of price administration in the in- 
dustries it investigated. This would have been impossible if the subcommittee 
had been restricted to publishing factual summaries of the opposing contentions 
placed before it. 

Thus the agency, upon conclusion of hearings in any given case, should report 
to the public on such matters as changes in the cost of producing the product, 
the source of such changes (e.g., wages, material prices, overhead costs, etc.), 
the degree to which cost increases are offset by cost savings (such as those 
flowing from advances in productivity), the effect of the proposed price increases 
upon the profits of the corporations involved, the effect upon those profits if 
‘the ascertained cost increases were to be absorbed by the corporation, and 
similar matters that would enable the individual citizen to make informed 
judgments as to the propriety or justification for the proposed price increase. 

We are confident that the prospect of publication of such information with 
respect to proposed price increases would become a major factor in the decision- 
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making processes carried on by the small groups of executives who set prices in 
the giant corporations that now dominate American economic life. ‘These execu- 
tives would hesitate, we believe, to set prices at levels that could not be justified 
to the public. 

We have already suggested that corporations covered by the bill be required 
to give 60 days’ notice before proposed price changes could be put into effect. 
We would recommend that the findings of fact should be published before the 
expiration of that 60-day notice period, since the basic purpose of publication 
would be to bring the force of public opinion to bear as a deterrent to prevent 
unjustified price increases. Our objective is prevention rather than post 
mortems. 


6. S. 2882 is deficient in that it provides no penalty for failure to comply 

We have already referred to the need for heavy penalties for any corporation 
covered by the price hearings provision which fails to give the required notifi- 
cation of a price increase. It is implicit also that the power to subpena is 
effective only if there are stiff penalties for refusal to respond. Penalties should 
also be provided for other attempts to evade the act, such as attempts by a 
corporation to take reprisals against anyone testifying against it. Without 
such penalties, S. 2382 is completely ineffective. 


~ 


NS. 2382 is deficient in that it provides for “advisory statements” on price 
increases without specifying the criteria to be applied in formulating such 
advisory statements 

We consider premature and inadvisable the provision of S. 2382 which would 
empower the President “where he deems it advisable (to) issue advisory state- 
ments.” The advisory statements presumably would be designed to inform the 
public of the President’s opinion as to the justification or lack of justification 
for any proposed wage or price increase. However, the bill provides no criteria 
whatsoever for determination of justification. 

As we see it, it would be impossible at this time to formulate such criteria. 

There is at present no generally accepted basis for determining the propriety 
of any level of prices, profits, or wages. Standards of propriety will have to 
evolve as our common law has evolved. 

Given the facts as to specific situations, the public will begin to form its 
own judgments as to what is or is not proper conduct under particular sets 
of conditions. Out of these judgments in individual cases will come, in time, 
generally accepted standards of proper conduct. These standards will of them- 
selves tend to exert great influence over those involved in making price and 
wage decisions. They will also form the basis, if legislative criteria should 
ultimately seem advisable, for criteria that can be written into law. Thus a 
sound basis can be developed for the kind of advisory statements contemplated 
by S. 2382, if and when experience demonstrates such statements to be desirable 
or necessary. 


&. S. 2882 is deficient in that its ambiguous language may be used to subject 
wage increases to public hearing without requiring the participation of, and 
the furnishing of data by, the corporations whose allegations concerning 
their price increases form the basis for the hearing on wages 

S$. 2382 provides for hearings to be held on wage increases only when the firm 
involved declares the wage increase to be a cause of its price increase. This 
principle we believe to be sound. 

Our current inflationary problem is not due to an excess of consumer demand 
resuiting from wage increases, but to abuse by certain giant corporations of 
their power to administer prices. This is manifested by the extent of idle pro- 
ductive capacity ever since 1954. Wage increases can help to correct the exist- 
ing imbalance between our productive power and our power to consume. Wage 
increases serve, also, the valuable human purpose of improving the living stand- 
ards of the families of the workers who receive them. 

It is widely alleged, however, that wage increases are the cause of the price 
increases that have occurred in the administered price industries. 

Wage increases have been made an issue in connection with practically every 
price increase imposed by a large corporation in recent years. Corporate class 
warfare propaganda aimed at saddling labor with the blame for administered 
price inflation continues unabated. The tactic is that of the pickpocket who, 
caught in the act, points to his victim and shouts “stop thief.’ The campaign 
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of falsehood and distortion can be expected to continue and to mount to new 
heights of frenzy unless and until effective countermeasures are taken. 

The only effective antidote to poisonous falsehood is a large dose of fact. But 
the facts, in this instance, are in the exclusive possession of the wielders of the 
poison pens. At present, they are free to make their charges and then refuse 
to produce the only evidence that could prove its truth or falsity. They have 
repeatedly refused. Moreover, they have made it clear in their testimony on 
various occasions that they fear exposure of the facts. 

The nature of their arguments makes it clear that their fear is not based on 
the lame reasons they allege but rather on the fact that publication of the per- 
tinent data would not only deter them from the abuses they now perpetrate be- 
hind the public’s back but put an end, once and for all, to their campaign to 
whip up a lynch spirit against the trade union movement. If it served only the 
latter purpose, the enactment of effective price hearing legislation would make a 
substantial contribution to the welfare of the Nation. We believe however, that 
it would deter not only the cynical and hypocritical shifting of the blame for 
administered price abuses but also the abuses themselves. 


WE ARE PREPARED TO*JUSTIFY OUR WAGE DEMANDS IN PUBLIC HEARINGS 


As indicated above, we in the UAW have sought by every means known to us 
to elicit for the benefit of the public the facts as to the alleged and actual 
relationship between wage increases and the price increases that have taken 
place in the automobile industry. We would welcome the opportunity which 
public hearings would provide, if properly implemented as proposed in this state- 
ment, to bring out into the light of day the true causes of price increases in the 
automobile industry. 

We are prepared to enter the public goldfish bowl along with the automobile 
corporations when they allege that our wage demands are inflationary. We be- 
lieve that labor and management, while obligated to meet their separate re- 
sponsibilities to the workers and stockholders whom they respectively represent, 
have an overriding responsibility to the public as a whole. We are willing to 
submit to the judgment of an informed public opinion the question of whether 
or not we are properly meeting our share of that overriding responsibility. 

Accordingly we are fully prepared to make our full contribution to enlighten- 
ing the public as to the real sources of administered price inflation. We are 
perfectly willing, when corporations allege that ovr wage demands would com- 
pel them to raise their prices, to be subpenaed and to submit to the hearings 
procedure side by side with them. 

We believe, however, that wage demands should be involved in the hearings 
only when the corporation or corporations claim that it is those demands which 
would require them to put into effect the proposed price increase of which they 
have notified the hearing agency. 

We recognize that inflation can come at times, for example during war, from 
an excess of demand, including demands from wage earners. There are various 
means at the Government’s disposal, tax and credit control policies among others, 
to deal effectively with such an inflation. As the record previously cited dem- 
onstrates, we have vigorously advocated, sought, and supported such measures 
when they are needed and we are prepared to do so again. 

Aside from such situations, wage increases can contribute to inflation only 
if and when they do in fact compel the employers involved to raise prices. 
Therefore, it is only when wage demands are alleged to create the necessity 
for a proposed price increase that the union concerned should be required to 
be a party to the hearings. It should be free to participate voluntarily, in the 
interests of its members as consumers; but, in the absence of an allegation that 
its demands would cause prices to rise, the union would have nothing else to 
contribute to the purpose of the hearing. 


WHAT THE PUBLIC NEEDS IN ORDER TO MAKE INFORMED JUDGMENTS 


The public will be able to make an informed judgment as to the alleged 
inflationary effects of wage demands only if it is equipped with the facts on 
unit costs, profits, productivity, etc. These facts can be made publicly avail- 
able, however, only if the corporation involved is required to participate in the 
hearing together with the union and to make available data and records that 
may be pertinent to its allegations regarding the union’s wage demands. With- 
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out such data and records, there can be no basis for determining the truth or 
falsity of the corporation’s allegations. 

It appears to us that the language of S. 2382 contemplates that hearings 
would be held on wage increases only in connection with hearings on price in- 
creases proposed by the firm employing the workers who have made the wage 
demands. There is a degree of ambiguity in the language, however, which 
suggests the possibility that a union might be involved in hearings on its wage 
demands based on a mere allegation by the employer that a price increase would 
result from such demands, without the employer himself being involved in the 
hearing. Or, in the absence of subpena powers, the employer might refuse to 
reveal essential data. Without the employer’s data, however, the hearing 
would be futile or worse than futile. 

We urge the committee to redraft the language so as to eliminate this 
ambiguity. 


9. 8. 2382 is deficient in that it fails to recognize that wage increases may, under 
certain circumstances, be justified even though they necessitate price in- 
creases 

We are concerned, also, by the implication of the language of S. 2382 that 
a wage increase which would, in fact, require an increase in prices would be 
evaluated as a “threat to economic stability,” regardless of any justification or 
need that there might be for such wage increase. Either a factual statement 
by the hearing agency or an advisory statement issued by the President which 
found the price increase to be a direct consequence of the wage increase in 
such a situation would, in the absence of other criteria, tend to make difficult 
or impossible the attainment of wage increases that might be fully justified, 
even though they did bring about price increases. 

Workers suffering from substandard wages are clearly entitled to seek and 
obtain wage increases, even though those increases do require their employers 
to charge higher prices. Consumers have no right to be subsidized at the ex- 
pense of the welfare of the families of such workers, and should be willing 
to pay higher prices if that is the only means by which the substandard living 
conditions of the workers involved can be corrected. 

Similarly, price increases may be necessary in order to provide a fair share 
in the increasing fruits of our advancing technology to workers in industries 
where productivity improves at a slower than average rate. Since advances in 
productivity are socially created, all members of society have a right to share 
equitably in their benefits, regardless of the rate at which productivity increases 
in their respective industries. 

Wage increases given to workers in slowly advancing industries, even though 
they may cause price increases for the products of those industries, are, never- 
theless, compatible with the maintenance of general price stability. A stable 
price level is the result, not of unchanging prices for all products, but of diverse 
movements of prices for individual products, with increases for some being offset 
by decreases for others. 

Thus, price increases resulting from higher wages in slowly advancing indus- 
tries should be offset by price decreases in industries of rapid technological ad- 
vance whose workers obtain wage increases for themselves related to the national 
rate of productivity advance rather than to the greater increases in their own 
productivity. In this way, all workers can share equitably in the gains from 
an improved technology without inflationary consequences insofar as the general 
level of prices is concerned. 

This point was recognized by Dr. Raymond J. Saulnier, Chairman of the Coun- 
cil of Economie Advisers, speaking to a section of the American Bar Association 
on August 25, 1959. He said: 

“This brings us to the important question of productivity, which inevitably 
arises when wages and prices are discussed in connection with inflation. 

“The connection between productivity and prices is a simple one. It is the 
concept of productivity that enables us to translate wages or average hourly earn- 
ings into unit labor costs, and it is the movement of unit labor costs (including 
the cost of fringe benefits) that is relevant to the trend of prices. If a rise in 
average hourly earnings (adjusted to reflect fringe benefit costs) occurs at the 
same rate as productivity improves, unit labor cost remains constant, and the 
opportunity to hold prices constant is enhanced. 

“On the other hand, if this adjusted average rises more rapidly than produc- 
tivity, unit labor cost rises, and pressure is created for prices to rise. Con- 
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versely, if this adjusted average rises less rapidly than the improvement in pro- 
ductivity, unit labor cost falls, and room for price reduction is created. 

“It is clear, then, that from the standpoint of inflation control the achievement 
of stable unit labor costs for the economy as a whole is a virtual necessity. This 
means that, for the economy as a whole, increases in labor compensation, on 
the average, should equate to productivity improvements, on the average. 

“It does not mean that increases in the rate at which labor is compensated 
should match productivity improvements in every industry. Productivity gains 
vary a good bit from one part of the economy to another; and, since wage in- 
creases and fringe benefit improvements tend to be more uniform from one em- 
ployment to another, stability of unit labor cost for the economy as a whole re- 
quires that increases that are almost certain to occur in some sectors should be 
offset by declines elsewhere. 

“Clearly, these declines should come where productivity gains are especially 
rapid. And it is in these industries that it is most reasonable to expect the price 
reductions that are essential for the achievement of price stability over the 
economy generally. 

“We should aim in these industries, not merely to hold prices steady, but to ex- 
tend part of the benefit of productivity improvement to the general public in the 
form of price reductions * * *.” 

Unfortunately, in the statement which he submitted to the Antitrust and 
Monopoly Subcommittee on Senator O’Mahoney’s bill, S. 215, Dr. Saulnier made 
it apparent that he had failed to grasp the significance of the testimony pre- 
sented to that committee, and the findings of the committee, on price increases 
in the automobile and steel industries—where, by his own reasoning, there should 
have been some price cuts rather than price increases. As my colleague, Leon- 
ard Woodcock, remarked at the time, “Hearings of the type contemplated by 
S. 215 would help to bring Dr. Saulnier’s economic education up to date and 
thus better equip him to advise the President on the economic problems facing 
our Nation.” 

It must be remembered, also, that general imbalance between productive 
capacity and consumer purchasing power may at times require correction through 
widespread increases in wages and salaries—the largest single form of con- 
sumer purchasing power—and that increases in the general level of wages and 
salaries may necessitate price increases in certain industries. 

These are but a few examples of situations in which wages should not only 
be permitted but encouraged to increase, even though price increases may result. 
It is crucially important from the standpoint of the individuals affected and the 
needs of the economy as a whole that no obstacles be created to the effectuation 
of such needed wage increases. 

Therefore it seems to us that the bill should be rewritten to make it clear 
that wage increases requiring price increases should not, for that reason alone, 
be deemed “to threaten economic stability.” 


Senator Ciark. Mr. Barkin, Director of Research, Textile Workers 
Union of America, AFL-CIQ, is next. Mr. Barkin, we are happy to 
have you. 


STATEMENT OF SOLOMON BARKIN, DIRECTOR OF RESEARCH, 
TEXTILE WORKERS UNION OF AMERICA, AFL-CIO 


Mr. Barkrtn. Senator Clark and Senator Bush, first, may I ask that 
the statement be placed in the record ? 

Senator Ciark. That will be done, at the close of your oral pre- 
sentation. 

Senator Busu. May we have a copy of the statement, Mr. Chair- 
man ? 

Senator Ciark. Certainly. 

Mr. Barkin. As to my authority, I do not have here copies of 
the resolutions adopted by the convention of my union. I shall sub- 
mit these for the last biennial conventions. And if my memory serves 
me, we have at least six or seven times biennially reiterated our 
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position. I think the first time was in 1948 when we proposed the 
principle of review, somewhat vaguely, and endorsed it. 

The first occasion for proposing this principle was an experience 
we had in June 1947 when we offered to the textile industry of New 
England and the South a proposal that we would waive our request 
for a wage increase if the industry would agree to forego any further 
price increases. This proposal was rejected. And it was as a result 
of that specific experience that we again are interesting ourselves in 
this problem. 

Our interest obviously also originates with the fact that the mem- 
bership of the Textile “Workers Union are in a low- -wage industry 
and in a plight very much like the people who have fixed income that 
find themselves adversely affected by rising price levels which occur 
at. a much faster rate than our economic power enables us to increase 
our wage rates. 

Senator Ciarx. Mr. Barkin, I think you said the principle which 
these bills attempts to deal with has been the subject of your annual 
conventions and that you would submit for the record a resolution 
pursuant to which you appear on behalf of your union. Is that 
correct ? 

Mr. Barx1n. Correct, sir. 


TEXTILE WORKERS UNION OF AMERICA 
Fifth Biennial Convention, April 27-30, 1948 
RESOLUTION NO. 42—MONOPOLY IN THE UNITED STATES 


Be it resolved: 

1. Congress should pass a Federal incorpcration act requiring the Federal 
incorporation under national law of all business. 

2. Each business shall be required to publish regularly in a prescribed uni- 
form manner full financial and ownership reports including declarations of 
price and production policies. 

3. The Federal Government shall establish a Federal Business Agency which 
shall hold hearings on all complaints against the price and production policies 
of business which are declared to be against the public interest. This agency 
shall have the power to issue cease-and-desist orders. 

4. All producers whose output exceeds one-quarter of the capacity for a spe- 
cific product shall be declared a corporation affected by the public interest and 
shall have their price and production policy periodically reviewed by such 
Federal Business Agency for conformance with the public interest. 


Seventh Biennial Convention, April 28 to May 2, 1952 
RESOLUTION NO. 23—-ECONOMIC MOBILIZATION 


America’s economic resources represent a mighty bulwark in the struggle to 
prevent Communist aggression from enslaving the free peoples of the world. 
These resources must be mobilized with utmost speed and effectiveness and 
full equality of sacrifice if democracy is to survive. 

The failure of our mobilization officials to develop an overall plan for the 
mobilization of the economy has resulted in the waste of manpower and ma- 
terials and has brought costly delay in the buildup of our strength. The lack 
of coordination between curtailment of civilian production and expansion of 
defense operations has thrown hundreds of thousands of workers out of jobs 
while labor shortages exist in booming defense centers. 

Shortage of critical items, such as machine tools and copper, have been per- 
mitted to develop into serious bottlenecks which are hampering the timely ful- 
fillment of the defense schedules. The big businessmen who dominate the 
mobilization agencies have failed to coordinate the knowledge and skills of all 
groups in our country and to exercise the vigorous leadership essential in an- 
ticipating difficulties and solving them before they develop into bottlenecks. 
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The tremendous national effort involved in mobilizing our resources has im- 
posed many burdens on the American people. The brunt of these sacrifices has 
been heaped high on the backs of workers and lower-income groups while busi- 
nessmen have dodged their responsibilities and cashed in on the lucrative bene- 
fits of the armament boom. 

The inflationary upsurge of prices that followed the outbreak of the Korean 
war was fed by the speculative excesses of producers and distributors. While 
the Government floundered for a formula to control prices, consumers were 
gouged by profiteers and American industry and business piled up unconscion- 
able profits. 

Price-control provisions finally written into the Defense Production Act of 
1950, in effect, legalized the fleecing of the consumer. Many important items 
were exen.pted from control entirely. Adjustments in prices were permitted to 
reflect changes in costs and virtually every protection for consumers was 
excluded. 

The Office of Price Stabilization has interpreted the looseness of the law’s 
price-control provisions as a license to grant approval for all sorts of price 
“adjustments.” No attempt was made to roll back excessive prices, except in 
meats. No fixed dollars-and-cents price ceilings were established. 

Congress made a complete mockery of the price stabilization program when 
it adopted the Capehart, Herlong, and Butler-Hope amendments to the Defense 
Production Act in 1951. They brought automatic price increases based on cost 
changes through July 1951, allowed traditional percentage markups by whole- 
salers and retailers, and prohibited slaughtering quotas. Congress also cleared 
the way for automatic 20 percent rent increases. 

The purchasing power of workers and lower-income groups has been slashed 
by this legalized inflation. Spending on deferrable consumer goods such as 
apperal, radios, autos and other durables has fallen off as more and more of 
the people’s income has been absorbed by the high cost of food, shelter and 
taxes and the necessity of paying off mortgage and installment debts. Conse- 
quently, hundreds of thousands of workers have been laid off in consumer- 
goods industries. : 

Stockholders, however, have largely avoided the effects of the recession since 
dividend payments have been maintained at peak levels. Profits have »lso been 
maintained at close-to-record rates by virtue of inflated profit margins and 
booming business in defense lines. Our civilian economy has been at the mercy 
of the buying fads of the high-income groups. 

While credit for consumers has been restricted by Government regulation, 
business credit has been limited only by the voluntary restraint of the banks. 
Consequently, businessmen have been free to engage in all kinds of speculation. 

The tax burden on lower and middle-income grouns has been raised more than 
that of higher-income families. Moreover, the loopholes for tax avoidance have 
been widened; the 1951 tax law liberalized depletion allowances and permitted 
family nartnerships to avoid individual income taxes. While workers’ taxes 
are withheld, high-income groups can avoid full taxation with ease. Congress 
has refused to adopt a withholding tax on dividends and interest. Employers 
have devised various schemes to aid executives to avoid taxes. 

Industry has been given a host of Government subsidies as financial incentives 
to participate in the mobilization effort; some $13 billion in new ,lants and 
equipment are being written off out of tax savings under the accelerated amor- 
tization program; defense loans are guaranteed at low-interest rates; RFC loans 
are being granted liberally; peacetime subsidies for air and sea navigation, 
river and harbor facilities and the like are being augmented; agricultural sup- 
port programs for parity prices, exports, storage and conservation are being 
maintained. 

The concentration of economic power in the hands of American industry has 
been accentuated by the fact that big business has been given the lion’s share 
of Government contracts. Big business is solidly in control of our mobilization 
program : Therefore be it 

Resolved by the Seventh Biennial Convention of the Textile Workers Union 
of America, CIO, That: 

1. We pledge our full support to the national effort against the threat of 
Communist aggression and we call upon the mobilization officials to utilize fully 
the experience and knowledge of workers and their unions in preparing and 
earrying out an overall plan for the effective mobilization of our economic 
strength. 
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2. We call upon mobilization officials to determine military needs in a more 
eareful Manner and to schedule production needs so as to coordinate civilian 
cutbacks and military expansion and achieve a balance within the entire defense 
program. Scarce materials should be allocated for essential purposes with 
priority for public uses such as schools and hospitals, 

3. We work for the alleviation of distress caused by the mobilization program 
through Federal supplementation of unemployment compensation under the 
Murray-Dingell bill and by preferential procurement in areas with high levels of 
unemployment. Military procurement should be scheduled to stabilize civilian 
industry. 

4. We back the fight for tighter price control by repeal of the Capehart, Her- 
long and Butler-Hope amendments and the establishment of fixed dollars-and- 
cents price ceilings based upon pre-Korea levels. Excessive prices must be rolled 
back and, where farmers would be unfairly. penalized, subsidies be granted. All 
exemptions from price controls should be removed and rents frozen until suffi- 
cient housing becomes available. Consumers must be protected through provi- 
sion for grade-labeling, quality control and prohibition of upgrading of price 
lines. 

5. We support restriction of business credit by regulation to prevent specula- 
tion and hoarding. 


Tenth Biennial Convention, May 12-16, 1958 


RESOLUTION NO. 31—-ECONOMIC POLICY 


The slump in the American economy has assumed alarming proportions. Indus- 
trial production has fallen off by more than 12 percent since last fall. Over 5 mil- 
lion workers are completely out of work and an additional 5 million are working 
part time on jobs that are usually full time 

More than half a million workers have exhausted their unemployment insur- 
ance benefits so far this year. Purchasing power is falling sharply and the fear 
of further retrenchment and liquidation is spreading throughout the land. 

In 1929, President Hoover insisted upon waiting for prosperity to ‘“‘come around 
the corner.” In 1958, a repetition of this “‘wait-and-see” policy could again allow 
the economy to drift into a serious depression. 

Our world responsibilities demand that we prevent the huge waste of human 
and material resources which would result from a depression. At a time when 
the national security demands renewed efforts to develop and produce missiles 
and weapons to deter Soviet aggression, such waste is unthinkable. 

The situation calls for an immediate start on a program which will assure em- 
ployment for all. The measures adopted by Congress so far are only the initial 
long-term steps needed for a healthy recovery. What is needed is an injection of 
additional buying power into the income stream. The only way this can be ac- 
complished promptly is through a tax reduction. This is how the recessions of 
1949 and 1954 were stopped. It can lead the way again in 1958. 

A tax cut can stimulate the forces of recovery but it cannot be relied upon to 
provide a stable base for continued growth. Additional measures must be taken 
which will assure that the unemployed receive more adequate benefits and that 
private and public actions will result in putting them back to work. An effective 
antirecession program should not only stimulate business recovery but must also 
provide lasting benefits. It should correct the deficit in public facilities created 
over the last decade during our preoccupation with military needs and private 
capital expansion. 

The administration is living in a fool’s paradise, hoping that higher defense 
expenditures and the normal spring pickup in business will wipe out all the 
obstacles to a healthy recovery. The fact is that the inflationary capital goods 
expansion boom of 1956-57 has left our economic resources in a seriously un- 
balanced condition. Excess capacity hangs heavily over the market in the heavy 
goods field as well as in soft goods. Military industrial capacity is being vacated 
as a result of the new producer-to-user procurement policy. High, inflexible 
prices have been rigged by monopolistic interests in our basic industries and farm 
prices are rising sharply. The result is an unprecedented condition: the cost of 
living is moving up while the slump deepens. The increased military expendi- 
tures and accelerated roadbuilding program and home construction will not 
create a significant number of jobs for some 6 months. 
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The Federal Government is responsible under the Employment Act of 1946 for 
the promotion of maximum employment and maximum use of our resources. 
It must act now to fulfill this responsibility or face the consequences in mass 
unemployment, human misery and the impairment of the ability of free nations 
throughout the world to resist the growing strength of communism. Therefore, 
be it 

Resolved by the 10th biennial convention of the Textile Workers Union of 
America, AFL-CIO, That we urge the administration to adopt the following 
policies to implement the purposes of the Employment Act of 1946 and reverse 
the downward trend in the American economy : 

1. Reduce income taxes on low- and moderate-income families by raising per- 
sonal individual exemptions from $600 to $800. The loss in revenue should be 
recaptured by eliminating loopholes which permit corporations and high-income 
groups to avoid their rightful share of the tax burden. 

2. Overhaul the State unemployment insurance system to provide uniform 


benefit standards equal to two-thirds of the individual's lost wages, payable for 
30 weeks a year. 


3. Provide Federal assistance to communities in chronic economic distress to 
remove the festering sore spots in our economy. 

4. Establish proceedings by the Federal Government, on petition of consumers, 
to force reductions in the prices of products controlled by monopolists. 

>. Extend the Fair Labor Standards Act to the low-wage workers in trades 
and services who are not protected and raise the Federal minimum wage to 
$1.25 an hour. 


6. Improve social security benefits to enable retired workers to be fully self- 
supporting. 

7. Provide Federal aid to education by helping to finance necessary school 
construction. 


8. Expand Federal housing and urban redevelopment programs to improve 
the housing conditions of low- and middle-income families and rehabilitate the 
Nation’s decaying urban centers. 

9. Expand public service-and social welfare programs to enable families with 
substandard incomes to improve their living standards and to contribute more 
fully to the productivity of the economy. 

10. Increase spending on public works and institute an expanded roadbuild- 
ing program to counter the dangerous trend of unemployment and provide Fed- 
eral loans to communities at low-interest rates to stimulate the improvement 
of public works and facilities. 

11. Empower the Federal Government to allocate critical materials such as 
steel in periods when capital goods are booming. 


Mr. Barkin. The principle, to be specific, is that companies which 
are intending to increase prices shall submit those prices to the public 
review and study so that those be properly argued before the public 
before they are made effective. 

Beyond the general statement which I have filed the remainder of 
the testimony, the elaboration, is in a definite sense my own responsi- 
bility. I act with the consent of the officers in the elaboration of a 
formal resolution but with no specific direction. 

Senator Ctark. How long have you been director of research for 
the Textile Workers Union of America? 

Mr. Barkin. For 23 years and have spoken for the union on many 
occasions in very many places and on any number of subjects. 

Senator CrarK. It may be a presumption, perhaps, if you had ex- 
ceeded your authority in the past, you would not have continued to 
hold the position you are occupying. 

Mr. Barxtn. I find that many of my recommendaticns are reflected 
in the official statements of the organization. My personal views are 

“very much shaped by the debates over the years among our own lead- 
ers and officers. 
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I will simply summarize my views and the general reactions to the 
first part of your proposal since my primary interest relates to the 
substantive major change of review of impending price increase. 

Senator Buss. I would like to ask a question about this incident 
where you said the union offered to waive a wage increase demand if 
the price increase was waived. You said that was back in 

Mr. Barkin. 1947. 

Senator Bus. And they declined that suggestion ? 

Mr. Barkin. Yes, sir. 

Senator Busi. What reason did they give you for declining? 

Mr. Barkin. The general tenor of their answer was they did not 
want to submit the issue of prices to review or to the union or col- 
lective bargaining or make them an item on the agenda of collective 
bargaining. 

Senator Busu. Did they, in your judgment, need to put in a price 
increase ? 

Mr. Barkin. Yes, sir. 

Senator Busu. They did after the contract was negotiated ? 

Mr. Barkin. I think the price increase went in before the contract 
was negotiated. 

Senator Busu. It did? 

Mr. Barkin. Yes. 

Senator Busn. What effect did it have on the market? I mean, did 
it actually stultify buying, or was it a bad move? 

Mr. Barkin. At the moment the price increase went into effect, 
there was a rising market due to a large-scale pent-up postwar demand 
for textile products. The decline of the industry began in the next 
year—in the fall of 1948. 

Senator Busu. Yes, I see. 

Mr. Barkin. And you will recall that the period when the price 
increase became effective was quite unusual. This was a phase charac- 
terized by what the economists call demand inflation. Money supply 
and unsatisfied consumer demand was much stronger than in any 
normal period. 

Senator Busn. Did your union feel, in retrospect, that the com- 
panies had made a mistake in raising prices at that time ? 

Mr. Barty. We believe that the entire economy made a great mis- 
take at that time in not deliberately seeking to restrain price increases, 
in order to prolong the power and pressure of the unspent pur- 
chasing power which had been accumulated by soldiers and the civil- 
lans during the war. Our basic proposal had as its immediate 
precedent, the entire governmental program of price control which 
had just been abandoned. We were very much impressed with the 
rate at which prices were rising as controls were lifted. Our member- 
ship was very much troubled by the rate at which prices were rising 
and this was our immediate response. We were trying to find a w ay 
out. 

The President of our union at that time was Mr. Emil Rieve, whom 
you probably recall. And Mr. Rieve had been associated with the War 
Labor Board and other governmental agencies. He was very much 
impacted by the national concerns prev: alent at the time. And it was 
of this high degree of sensitivity, born in no small part as a result of 
his close proximity to the national legislative and economic picture, 
that created and inspired this proposal. 
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Senator Busu. I am interested in that, and I congratulate you on 
taking that position at that time. I think it suggests a pattern that in 
view of the competition which we are increasingly faced with from 
abroad and in view of other factors which have come out in this and 
other hearings of the Joint Economic Committee, it is a pattern which 
might be very well followed in the years immediately ahead. And I 
think we would be in better shape today if it had been followed within 
the last 3 or 4 years. 

Mr. Barkin. Senator Bush, you will find that my last comments on 
the relation of wages go to the point which you have just mentioned. 

Senator Busu. I will try not to delay you any further, then. 

Mr. Barry. Because I think you will find that the analysis which 
I am offering in this respect, which is not new, but which has not been 
offered by others in the degree of elaboration which I have been pre- 
senting, can be useful in analyzing this problem of inflation. 

Senator CLark. Let me read, if I may, for the benefit of the record, 
two sentences from your statement. 

The basic conclusion which we derive from the above facts is that union wage 
policies in the United States are broadly related to the economies of the industry 
and the price policies pursued by the employers. If the latter are following price 
policies which result in profit levels which seem extortionist to the union and 
produce unprecedentedly high profits, the union and its membership will tend to 
press its biggest claims. 

Mr. Barxtn. Yes. 

Senator Ciark. This is the other side of the coin from the constant 
reiteration from the employers’ side that Eo never want to raise 
prices unless they have to because of wages. I do not know enough 
about it to know who is telling the truth, but I am very happy to have 
this very succinct statement by Mr. Barkin of the labor side of this 
controversy. 

Mr. Barkin. My statement called Union Wage Policy Derived 
From Employer Price Policy and Performance, has been fully docu- 
mented, but not in this particular pre esentation. This is not the oc- 
casion. It is documented also by all of the learning which American 
experts in the field of wage analyses have produced in the postwar 
years. 

I have written another paper which addresses itself to the intent of 
this legislation. The point is that if we are to control or to exercise 
influence and persuade American economic leaders to be moderate and 
to be more perceptive of the long-term public interest, it is essential 
that we focus on the price aspect of our economy. 

First, there are only limited areas of our economy where unions 
have influence even on wages, and that sector is growing smaller and 
smaller and less and less influential. 

Second, union wage policy. As I indicated before, I have been 
in a position to realistically assess its power. I have been in the process 
and the works and been part of the gears for many years. It can be 
best described as derived from economic policy performance and the 
prospects which exist at the time they are formulated. 

One of the implications of the concept of administered prices which 
economists have presented to you is that the price setter has a band 
of choice from the list of prices in the range which are available to him 
because that is, by definition, the nature of an administered price. The 
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major purpose of this legislation which you are considering should be 
to provide the price setters with guide points of public interest so that 
they would select the lowest possible price in the range which is open 
to them to keep the economy as stable as possible and to keep the gen- 
eral price level as stable as possible. 

Senator CiarK. And to hope that by so doing he would so increase 
his volume as not to decrease his ultimate profit. 

Mr. Barkin. Correct. 

And by so doing—and this is related to the wages—moderate the 
appetites and the “desires of the leadership and the membership of 
the trade union movement as well as the public generally. When the 
steel workers had to formulate their wage objectives, they saw before 
them the picture of unprecedented profits, of rising productivity, ris- 
ing percentages of capacity utilization. Had the steel workers seen a 
ditferent picture for the industry they would have formulated their 
wage policies in a very different manner than became the fact. 

But steel management made no effort to share the benefits of high 
capacity operation with the consumer or with the public. This stance 
of management immediately inspired the type of union demands which 
were made. 

When I help formulate my union’s demands, this is not in the ab- 
stract. It is true, we have human hopes and aspirations as to the 
kind of life we would like to afford. But we are primarily concerned 
with the economics of our industry, the prospects of profits and pro- 
ductivity and returns for that industry. We do not formulate wage 
policy irresponsibly or in a vacuum. We are very conscious—as a 
matter of fact, the mere fact that men like Mr. N. Weinberg and my- 
self, Mr. Otis Brubaker and others who are employed as the econo- 
mists in the respective unions at great cost to the unions—we have 
staff and facilities, is indicative of the type of careful preparation 
which goes into the development of the final request which is made. 

I wish to impress this upon you. Unfortunately, the economics of 
the determination of wage policy v in the United States, has not been 
presented to Congressional hearings and to the public. If I presented, 
or Mr. Weinberg presented, or any of us presented the elaborate 
studies, the speculations and projections which are made, I assure 
you that you would be impressed with the sense of responsibility and 
caution which goes into the formulation—— 

Senator Busy. Why do you not do it / 

Mr. Barkin. Well, if there would be an occasion—— 

Senator Ciark. Mr. Barkin, we are going to have to leave you 
briefly. It isa live quorum. Let me ask you off the reeord—— 

( Discussion off the record.) 

(Whereupon, a short recess was taken.) 

Senator CLark. Mr. Barkin, will you proceed, please. 

Mr. Barkin. I think it is wrong if the concept I have of this bill 
and this type of supervision and review and implementation of pub- 
lic interest is correct, to think of this in terms of collective bargain- 
ing problems. 

I do not think this is a problem which is basically an industrial 
relations problem. 

My formulation is in terms of a broader concept of this particular 
problem. I would like to put into the record two of my previous 
writings on this problem which go back into the late forties. 
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Senator Crark. Do you have any objection, Senator ? 

Senator Busy. No. It would be very interesting. 

Senator CLark. Without objection, the papers will be admitted. 
They will appear following Mr. Barkin’s prepared statement at the 
end of his oral testimony. 

Mr. Bargin. The present administration has given so much at- 
tention to the problem of price stability that many of us believe that 
they have overweighed the emphasis in that direction. And conse- 
quently, the issue raised by S. 64 is a bit obsolete and out of date. 
There is no problem any more as to whether or not the original pur- 
pose of the Slee was to bring price stability. The present adminis- 
tration has defined that as an integral part of the law. This issue 
is quite clear now. 

Senator Busu. Looking ahead, Mr. Barkin, do you not think it 
may look that way just at t the moment, this year, let us say, but look- 
ing ahead do you not think that it would be well to spell out the 
importance of ‘this goal as a condition, helpful to expansion and eco- 
nomic development and full employment. 

Mr. Barxrn. But it has been made clear that that is part. 

Senator Busu. It appears to be that way at the moment, let. us 
say. But the purpose of this bill, S. 64, is not to deal with the situa- 
tion today, but rather aimed at the act which is going to be with 
us for a great many years so that we are reminded from year to year 
of the importance of a relative price stability. 

Senator Ciark. Let me put it this way: You do not have any 
serious objection.to having that concept stated, do you ? 

Mr. Barkin. I would have no serious objection if the statement 
contained the type of elaboration which is in 8. 2382. But I would 
not want to merely single out price stability as one thing that needs 
clarification. When the Joint Economic Committee began hearings 
on the meaning of this section of the Employment Act, Dr. Norris 
and others made it clear as to how they conceived it. And we all 
chimed in and said it seems to us there is no problem of policy. Dr. 
Saulnier put it very, very well. He said, “I was persuaded”—if I may 
interpolate freely—“I was persuaded in that direction primarily be- 

cause if I took any other position, people might call my inter est in 
price stability into question.” 

Senator Crarx. I hazard the observation to my friend from Con- 
necticut that this question of including price stability in an amend- 
ment to the act has generated, both from the proponents and from the 
opponents, a good deal more heat than light. The proponents tend 
to bleed and die for it. It is ter ribly important. The opponents are 
frightened it will be used as an excuse for not promoting full em- 
ployment and growth. 

I think they are both wrong, which is why I cosponsored the bill, 
and I think this desires to make it specific. But I do not think it is 
all that important. 

Senator Busx. I do not care what degree of importance you attach 
to it just so we get it on the statute book. 

Mr. Barxrn. Senator Clark has been try ing to take both wings un- 
der the umbrella and reconcile the eventual issue. I think Dr. Saul- 
nier indicated the very same attitude. 
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If you add words, you achieve very little because the purpose, the 
implementation, will very much depend on the Administration and the 
leadership of the Council of E conomic Advisers. Adding words will, 
in no way, change it because there is authority for different w eight- 
ings in it. Each Administration is likely to choose the we eighting 
which best corresponds to its own view of our American economy. 

I think I will now present to you what I consider is, not a new 
formulation, but it is a relatively novel understanding of the facts 
for which you have heard. I do not want to deal with the problem of 
administered prices and inflation and many of these other technical 
issues where the economists get hung up, the partisans just get in 
each other’s hair. I would like to draw the common threads of this 
argument on which I think there is real agreement. The agreement, 
I think, is that in administered price industries, leaving out now the 
technical issues of definition, we can select particular industries as 
being representative. In those cases the seller has a range of choice 
of prices from which he may select. 

That choice will be determined in varying degrees by outside forces. 
The extremes are always determined by outside forces. Within that, 
there are lesser forces at work, competitive forces, which say, “Well, 
you do not charge $3,000 for a car which has a real cost of, let us 
say, $2,000. You do not exploit the market that much.” 

Senator Crark. Let me ask you whether, in the absence of any 
public influence, is it not normal and appropriate to set a price— 
within the band, as you call it—which will return the greatest net 
profit? If you set it too high, your volume drops. If it is set too 
low, the extra volume does not give the extra profit. Does it not 
come down to a modification of the principle that usually the price 
would be fixed at what the traffic will bear? 

Mr. Barkin. Well, not precisely, because there is one qualifying 
clause: “Which price gets you the most profit in the long run?” 

Senator Crark. You add to my suggestion the words “in the long 
run.” 

Mr. Barkin. That is right. In other words, each company may 
choose a long run perspective. Let me illustrate. 

I will take the synthetic yarn industry. Du Pont selected a price 
for nylon. 

Senator Ciark. Over which they have a monopoly, do they not ? 

Mr. Barkin. Over which they had a monopoly at that time. They 
do no longer. 

Senator CiarK. Because of the patency ? 

Mr. Barxin. Correct. 

Du Pont selected a price which was designed to limit the use of ny- 
lon for certain purposes. Then, because of court orders, they had to 
license others to produce it. The production increased. Some peo- 
ple came in with a competitive nylon, nylon 66 and 6 and a lot of 
other variants. Then, imports changed the picture. Finally the 
competitive domestic products came on the market. 

As they now have competitive forces bearing down on their price 
decision-making, the price of nylon came down. But this is the range. 
At each one of these outer limits, within each one of these outer limits, 
they had a discretion. They might say, “It is best for me to charge a 
high price this year for the yarn to limit its use because I want to 
make this yarn available only for use on high-priced items.” 
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And this is a deliberate price policy of a number of companies and 
a respectable attitude. And I presume behind it is, not only the idea 
they will limit it to a certain price item, but in that way they will 
be able to write off their initial cost more quickly, and many other 
similar considerations. 

Senator Bus. The price has to be an acceptable price, of course. 

Mr. Barkin. They select a market for which that price is receptive. 

Senator Busu. Are you saying that is bad? 

Mr. Barkin. No. 

Senator busu. I did not think you were. 

Mr. Barkin. I am not passing judgment. I am simply attempting 
to present a slightly neutral definition of this problem—namely, there 
is a range of choice. Secondly, as you will find in my argument, I 
get to another major contention or presentation. 

Senator Crark. Before you go to that other one, is it not gener- 
ally true, and I say this in no critical sense, that among the factors 
which determine price is not any consideration of the public interest 
in terms of whether an inflationary result will follow? How could 
it be because they are such a small segment of the overall ec onomy 
that it would be asking, I would think, a far higher sense of public 
interest and a far greater lack of concern for stockholders’ interest 
than you could expect any able executive of integrity to exhibit. 

Mr. Barkin. May I answer you by going to the next point? My 
comment here is slightly unorthodox for a labor economist. I want 
to deal with this in terms of what I think are the realities and facts. 

The first I indicated was the range. The second fact which all of 
us recognize now is that this range exists in part because we have 
administered prices, Many of our industries are dominated, con- 
trolled, represented, whichever word is acceptable to you, by large 
corporations. That means we no longer have impersonally created 
prices generated from the market. But these are prices set, deter- 
mined, administered, whichever word you select. 

We have had a very interesting development during the last 30 
years. TI am simply selecting a single date from the 1928 speech of 
Owen D. Young, president of General Electric. 

Historically it is a very significant change of attitude of American 
industry. And this was the first real major speech—you can find 
minor ones. Consequently, in my mind, it is the first major one when 
industry began to speak about its public responsibility. It was a 
speech on corporate public responsibility, and this has become a re- 
frain of every industrial leader in this country. Tod: ay he must 
deliver such a speech every once or twice a year to maintain his image 
asa public leader. Tt has become fashionable. 

The number of such speeches have multiplied to the point where 
Adolph Berle has written at least two books and a series of articles 
which have summarized this concept. Berle says, “We now have a 
new animal called ‘the executive of the business who has a public 
responsibility’. 

We do have a new breed of spokesmen for big business who are 
trying to inject a sense of public responsibility or perceive one. 

‘You can always go to an issue of Fortune magazine where this is 
the credo which is being preached constantly. “And if vou do not 
like that then you listen. and get a copy of the activities of every 
leading business school in this country. They have seminars for 
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business leaders where the preeminent speech is on the subject of 
public responsibility. And they will have a speech on business and 
ethics. And now the fashion is business and religion. What is the 
major issue? In this country we set policy and each man says he 
is a public responsible man. And my issue is this: I am quoting now 
from my statement because I think it says it succinctly. 


If, therefore, the politics of the modern corporation demands obeisance to 
the concept of its public responsibility, it also indicates that it is proper for 
us to test the policies and programs followed by the corporations in the arena 
of public debate. 

We now have this problem. It is no longer an issue such as Dr. 
Saulnier indicated. No one affirms as he did this morning that prices 
and policies are made in the crucible of competition and the public 
market. This is old hash. This just does not exist. 

Senator CLarkK. The word he used as “astonishing.” 

Mr. Barkin. Astonishing. If he were not so astonished he would 
not have gotten into his little embarrassing incident. 

There are so few economists in the United States of any competence 
who would affirm what he described as the nature of our economy. 
We have large corporations which set a range of prices. 

I am submitting to you gentlemen, in view of this, we have two 
responsibilities. First, they are almost asking for it. Big business 
is having a hard time finding a definition as to what public respon- 
sibility is. I can say this with assurance because I have participated 
in such discussions. 

If you would like to see how troublesome and challenging the 
problem is, Ed Mason of Harvard has just published a book in which 
the author grapples with this problem. How does business define 
its public responsibility ¢ 

This is now being conducted as a private pursuit. I would like to 
provide these corporation executives—and I think this bill could— 
with a forum where this search does not have to reach into the nebu- 
lous. But in this public forum you could provide an opportunity 
where the questions of public responsibility for private corporations 
is shaped and designed through the examination of fact and material. 

Senator Busu. In other words, you want to tell them what their 
public responsibility is through this legislation ? 

Mr. Barkin. No. I would like to have them test their ideas 
publicly. 

May I give you an example? 

Senator Busn. Why certainly. 

Mr. Barkin. For example, if I were conducting such a hearing 
relating to the United States Steel Corp., I would say there are two 
problems on which I would like to get information. And I would like 
the American people to be informed. 

Price policy is not a vague thing. It is not a question of bookkeep- 
ing accounting. Bookkeeping will never give you the answer. The 
financial statement of the FCC will not give you the answer. The 
questions are two primary ones, or may I say they have the highest 
priority because we do not have answers for them. And we need more 
public discussion. One, to what extent should the United States Steel 
finance its own expansion. And to what extent shall it secure the 
funds fer expansion through prices? 
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Secondly, at what level of operations should the break-even point 
be set for that corporation ¢ 

Senator CLark. You think these are public questions in which the 
public has an interest. 

Mr. Barkin. Most assuredly. 

Senator CLtark. So do I. 

Mr. Barkin. These are the issues. 

May I make one more submission? A number of years ago, I did a 
good deal of work on the problem of the type of financial statement 
which is necessary for collective bargaining. We need a different kind 
of financial statement. We need data on what I call distributive in- 
come. I am borrowing the language which we use in economics in the 
analysis of national income which distributes national income by dis- 
tributive shares. 

How much do employees get? How muchdo employers get? How 
much goes to profit? How much to rent? How much goes to each 
component of the economy? And we call that distributive shares. 

Senator CLiark. Tell me why, in my simple way, I am wrong when 
I call it cost accounting ? 

Mr. Barxty. This is not a determination of the cost. because interest 
is a cost. But what we are focusing on is who gets the income. Let 
us take a specific case. 

Senator CtarK. Do you not have to have the cost accounting first and 
then, having determined how much of the cost of a car goes to labor. 
goes to interest, goes to overhead, goes to advertising, then you take 
a look at who gets that. 

Mr. Barxrn. Yes, quite true. 

Cost accounting is designed to serve the purpose of the production 
manager; distributed income is designed to define who gets the in- 
come. 

Senator CiarK. Is the technique very different ? 

Mr. Barkin. Yes. And the reason it is different, in the techniques 
that I have developed, is that you have to look behind the legal 
fictions. 

For example, if I am the owner of a company and I get a salary and 
also income as—I am the sole owner and I get a salary as well as divi- 
dends. We have to determine who is getting this. 

If you get a stock bonus 

Senator Crark. You have to identify the bodies, you mean. 

Mr. Barkin. That is right. And in order to have that technique, I 
have developed the concept of the distributive income. 

These, I say, are the issues which will become preeminently import- 
ant. There are labor issues, too, when they arise in their impact on 
- cost. I am simply giving you a few illustrations of the issues which 
should be the subject of these hearings and which would aid enorm- 
ously in establishing a sound public policy. 

May I give one more illustration which may be important? 

Senator Crark. Yes. 

_ Mr. Barxrn. I have been a party in major arbitration proceedings 
where the issue has been only that the company says it is losing money. 
What it all came down to was the accounting practice for pricing the 
raw material of that company. I challenged the cost accounting prac- 
tice as it related to raw wool. 
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It so happened that according to their accounting practice, the cor- 
poration’s net income was substantially reduced. There were legiti- 
mate alternative accounting practices which should and could have 
been employed which were premised on the assumption that prices 
would be rising in the subsequent months. 

And here was the issue before the arbitrator. Is the company en- 
titled to the full weight of the benefits as a result of its accounting 
practice or are there other circumstances involved which should offset 
that particular consideration? But in a hearing under the proposed 
legislation, it would not be necessary for a decision to be made; but 
at such a hearing we could resolve that the determination of the finan- 
cial results of this corporation is a function of the type of accounting 
which may have employed for specific purposes. 

Senator CLtark. Would an example be how you handle your inven- 
tory, whether it is L.I.F.O. or some other basis? 

Mr. Barkin. Correct. 

Senator Crark. What you are trying to tell us, do I understand 
you, in effect, is, in your judgment, this is as much a sociological prob- 
lem as it is an economic one. 

Mr. Barkrn. It is an economic problem which has sociological im- 
plications. 

Senator Ciark. We are a little at cross-purposes. What I am try- 
ing to say is that in determining these questions of profits and wages, 
we look through the ostensible collective bargaining interest to the 
community as a whole to see who gets the wealth that is created by the 
operation and that this, to your mind, was the important thing. 

Mr. Barkin. Correct. 

Senator Criark. Now, this, of course, in some circles, is called 
socialism. 

Mr. Barkin. I do not call this socialism. I am aware of this prob- 
lem because I have to negotiate with companies where the single in- 
terest has a proliferation of 6 or 7, 10, 20 corporations. And he 
operates through these corporations. He juggles his accounts through 
this legal mechanism. 

When I negotiate with him, I say, “Look, boy, I am not interested 
in what legal fictions you create. Uncle Sam and you will worry 
about that. Iam concerned with your real capacity to pay.” 

I have consolidated these statements into a single operating report, 
and in those instances, usually, you find that there is a lot of clover 
in those fields. And sooner or later, you are able to settle it without 
too intensive research because, after all, the other man is thoroughly 
familiar with his own operation. 

This leads me to the suggestion as a possible line of development 
in your bill. The large corporations are really looking for guide- 
posts in the determination of public responsibility. 

I think there is a growing awareness of the concept of responsibility 
in the big corporations. You can be cynical about it at present, and 
many men do mouth declarations because their public relations man 
gives them a good speech. But in that sense they have been hoisted 
on their own petard, They haye been bound to deliver and spell out 
this concept, and it is interesting. 

I have been invited on a number of occasions to deliver a definition 
of what I conceive a sound principle for the operation of a corpora- 
tion with a public responsibility. 
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Senator CLark. Of course, everything you say is implicity also 
true of a labor union, is it not? The Jabor union has a public 1 
sponsibility. 

Mr. Barkin. Yes, but in a different sense. If I finish this, I will 
make mention of that. I do not believe it is necessary in the prelimi- 
nary development of this legislation to demand all of the rigorous en- 
forcement material which might be involved in an extremely careful 
definition of coverage. 

The issue exe 3 is for the agency or President, of the Council of 
Economic Advisers—I am not too certain at this point where it should 
be lodged. It is important for either or both to be able to bring to 
a public forum the leading sana waa industries of the United 
States and to have these corporations present from time to time. 
This is particularly necessary when these companies intend to in- 
crease prices. That would be the public occasion, at which to bring 
them to the forum anel ask them to review these principles, review 
their procedures, consider this issue of public responsibility. The 
hearings will deal with the issue as to whether a corporation will give 
$4 or $4.25. This is not the competence of an administrative agency. 
[ would concern myself primarily, in the first instance, with the two 
basic questions I have previously mentioned. And once we began 
hewing out a careful concept of policy, move on to others. And I 
think with the follow-the-leader policy of American business we will 
have a tremendously constructive influence on the conduct of Ameri- 
can business. Such hearings on policy will be more effective than 
asking employers to hold prices down. That is meaningless. 

It will be effective because we will be defining the components of 
responsible business policy for the large corporation which aflirms its 
sense of public responsibility. 

Now I return to my concept of the role of a responsible labor union 
in our society. 

The union is not a price setter. It is not, as the economists say, a 
_ of labor. We sell no work, no labor, and no workers. What 

are are negotiators. Our concepts, our philosophy, our proposals, 
are born out of the society in which we operate at a given time. And 
I think that once you develop a much more responsible or clearly de- 
fined series of criteria for the conduct of the responsible business 
enterprise, unions, necessarily, are governed and conditioned by that 
business behavior. 

To put it in a very concrete way I have sought, as a member of this 
board of trustees of the National Planning Association for a number 
of years, to effect a tripartite conference of labor and management 
and the public to seek to evolve principles of such issues as these. 
It is a very difficult process. 

This is my concept of the implementation that we need. Now, it 
may very well be that to get there, you may have to get the compli- 
cated system and machinery of penalties, subpena power, to get in- 
formation which is essential. Private industry is most reluctant to 
make such data available. We may be forced into a harsher process 
of public review. 

‘But I conclude with saying the big corporation has a public re- 
ppewenssty: that it wants to act responsibly. The public, through the 
rovernment, must create a machine to help that process along. Other- 
wise, it will too be long in the making, and we may suffer from it. 
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This is, essentially, the position I have. 
Senator Crark. Let me see if I understand you. I think your testi- 
mony has been very helpful, indeed eloquent. 

First, you support the second part of S. 2382? 

Mr. Barkin. | do, sir. 

Senator Crark. Secondly, your tendency is to start with a relatively 
simple bill, adding subpena powers ¢ 

Mr. Barkin. That is right. 

Senator CLark. And see if we cannot, trusting in the judgment of 
the President of the United States and calling on the leaders of the 
business world to exercise their sense of responsibility, get something 
out of it on a limited basis before we move into a more legalistically 
drafted bill with sanctions. 

Mr. Barxrn. I would prefer to look in that direction. 

Senator Ctark. Thank you, sir. 

Senator Bush ? 

Senator Busu. Nothing. 

Senator Ciark. Thank you very much, sir. 
(Mr. Barkin’s prepared : statement follows :) 
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PUBLIC REVIEW 





OF PRICES IMPERATIVE FOR AN EXPANDING AMERICAN ECONOMY 


Four issues are being presented to your committee for consideration ; but these 
are divisible into two principal areas. The first is the definition of governmental 
economic goals and policies; the second relates to the degree to which the Gov- 
ernment shall review price policies and practices of private enterprise. 

This presentation will deal primarily with the latter problem. 


MAXIMUM EMPLOYMENT GOAL SHOULD GET EQUAL ATTENTION WITH PRICE STABILITY 


The two bills before your committee seek to deal with the precise meaning of 
the goals of the Employment Act of 1946. This concern, in the form in which it 
is presented in S. 64, appears to me to be somewhat outdated. The current issue 
before us is no longer whether price stability should get equal attention with 
the other goals but rather, in view of the administration’s policies and perform- 
ance, whether we can raise the other goals to an equal status with that of price 
stability. The latter has gained such preeminence in the thinking of the present 
administration that the goals of maximum employment and production have 
disappeared from our view. They have been subordinated to the objective of 
price stability. As a result, we have 4 million unemployed and prospects for 
higher jobless totals in the immediate months ahead as cutbacks in industry 
continue. 

The immediate challenge is how do we get these people back to work: how 
do we end this waste of manpower and materials? Many prominent Americans 
lamented the production lost during the recent steel strike. The administration 
went to the courts to force the strikers back to work in order to regain the pro- 
duction. But now that all those willing to work are back on the job, now that 
the terms of the new contract have been settled, the administration is doing little 
to assure the realization of the goal of maximum employment or production. 

Little is being done to redevelop the distressed urban and rural communities 
in the United States in which there are more than 1 million unemployed and 
hundreds of thousands of underemployed. Instead monetary and fiscal policies 
are being pursued designed to curb the expansion of credit. The problems of 
rising prices are not being grappled with. All of this results in the discourage- 
ment and repression of business activity in areas where stimulation is sorely 
needed. If the present monetary and credit policies should be appropriate, their 
repressive specific effects should be offset by stimulants to those areas in the 


economy which the public interest dictates should be reinvigorated and 
strengthened. 
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The current issue is not whether the goal of price stability should be stated 
specifically or clearly detined. The real problem is how do we get the ad- 
ministration to give equal attention to the problems of unemployment and waste 
of human and physical resources. The immediate overall need is for stimulation 
of production and buying power. The administration in its preoccupation with 
the problems of price stability has overlooked the real issue which is continuing 
unemployment and underproduction and the lag in our aggregate volume of 
buying power. 

The issues presented by S. 64 are out of date. The real question is how do 
we secure attention for the other goals. 


QUALIFICATION OF GOALS DESIRABLE 


The proposed legislation (S. 2282) calls upon the President to define the levels 
of employment production and purchasing power in specific quantities. These 
are most desirable because they are necessary for more precise judgments and 
planning. The issue is not whether such data can be produced. These facts 
are now available and the Council of Economic Advisers has developed such 
figures plus other similar data for its own use. The difficulty arises from the 
Council's unwillingless to, reveal clearly and frankly the assumptions and 
premises on which its reports are built. The American people and Congress are 
entitled to a frank presentation of all the data guiding the administration 
rather than merely a shower of oratory which effectively hides the arithmetic 
from which the ideas are projected. 


REPORT ON MONETARY POLICIES AND PROGRAMS NECESSARY 


The President's responsibility extends to the development and implementation 
of sound monetary and credit policies. It is therefore appropriate that they 
be reviewed in the report and their relation to the entire program be fully 
detailed and revealed to the Congress and the public at large. 


REVIEW OF PRICE INCREASES ESSENTIAL TO RESPONSIBLE BUSINESS PRACTICE 


The major issue before your committee appears to me to be the proposal 
for a review of “praspective or actual price increases.” I support the provision 
for such public hearings. I dissent, however, from the suggestion that inde- 
pendent investigations be initiated for “wage increases prospective or actual.” 
However, should this issue arise in connection with any “prospective or actual 
price increases,” I agree that it is an appropriate issue for inquiry. The point 
of departure in these inquiries should be “prospective or actual price increases.” 

Economists generally will agree that the large modern corporation has a wide 
range of discretion in the determination of prices. Market forces no longer 
determine prices precisely or impersonally. Competitive forces do not produce 
prices which clear the market of goods. The competitive forces where they are 
operative tend to permit the business concern to choose from a series of prices. 
Each of these will be competitively feasible, will keep out competitors and 
apparently invite no alternative uses and probably maintain the existing bal- 
ance among competitors within the market. The range happens to be very 
wide in many cases. Sellers are able to control both the selection of prices and 
if necessary to control production to assure market conditions favorable to their 
pricing policies. It is not unknown, for example, for producers even to pre- 
cipitate strikes among their employees for the purpose of effecting a reduction 
in output to be able to clear the market of inventories and thereby harden the 
market to ease the acceptance of further price increases. 

It is unnecessary for us to consider in any detail the argument that these 
conditions are possible only because of the inadequacies of our monetary policies. 
The present administration has followed as severe monetary policies as could 
be expected within the present setting. Despite this fact prices have continued 
to rise in the administered price sector. Companies increased prices in the midst 
of the depression. The monetary and credit policies do not limit severely the 
powers of the giant corporations to administer their own prices. 

Some economists have suggested that the next best protection we have against 
‘our oligopolist is competition from foreign sources. This is a long-term process 
which will take many years to work out with many unfortunate intermediate 
consequences. We are now experiencing the same in a few fields such as auto- 
mobiles and durable goods. The American seller had capitalized on his market 
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controls, hoisted his prices, and now is complaining about the foreign competitor. 
If the seller had originally followed a more conservative pricing policy and 
chosen prices nearer the lower range of the band of alternatives, there would 
have been less need for this Nation to depend upon the foreign competition to 
provide the counter pressure against higher prices. By allowing the “normal 
process” to assert itself, we eudanger jobs, investments, and the Nation’s eco- 
nomic stability. 

Some economists and lawyers have argued that it is wrong to focus on the 
question of corporate price policies since neither the Government nor the public 
should interfere with the ‘natural processes of market operation.” It is a 
mechanism, such persons argue, for allocating in the most economic manner 
natural resources, capital and human resources. There is no real substitute, 
they contend, for the operations of the “unseen hand.” Man cannot do better 
than the natural economic forces. These men forget, however, that we never 
had a truly free competitive society in the classical sense. Many distortions of 
our economy are the result of excessive income claims of specific industries and 
people. Volitical policy may be able to create a more rational and economic 
pattern than the blind economic forces weighted by a skewed distribution of 
income and economic power. 

The older view that only the market and self-interest should govern business 
conduct is being abandoned by many businessmen. They realize quite poig- 
nantly that the giant corporation cannot ask for the privilege of acting with 
abandon and recklessly pursue its own self-interest. The individual small busi- 
ness concern could possibly be allowed this alternative. But it would be too 
hazardous for us to give this much freedom to the large business. 

Even as respects the small businessman, the public has limited his discretion. 
He has been forbidden in many ways to injure his employees and the public weal. 

The large corporation has recognized this problem and its votaries have sought 
to define a code of public responsibility. As a matter of fact, Adolph Berle in 
his writings has argued that these corporations and managements have devel- 
oped such a code which demands that they orient their policies and behavior in 
terms of the public interest. Fortune magazine has emphasized the need for 
this course both in its articles and editorial policy. Many business schools have 
pursued this line. It is common now to hear of lectures and courses on the subject 
of business and ethics and business and religion. These are efforts to define 
a code of public performance for the private business enterprise. 

A number of business leaders have openly stated that they have run the 
corporations in a manner so as to reconcile their private interests and the public 
well-being. They have adopted public relations programs designed to convey 
this philosophy to the stockholders and the public generally. They remember 
too well the low estate to which the business community had fallen in the thirties 
and are endeavoring to prevent its recurrence. The financial contributions to 
educational and philanthropic purposes could have no other justification. 

If, therefore, the politics of the modern corporation demands obeisance to the 
concept of its public responsibility, it also indicates that it is proper for us to 
test the policies and programs followed by the corporations in the arena of 
public debate. It would be hardly reasonable for American industry to argue 
that it has public responsibilities without affording the public a chance of dis- 
cussing or reviewing its policies and programs. Once they have acknowledged 
it is incumbent upon corporations to provide a place and occasion for the Ameri- 
can people to sit down and discuss their performance, and to guide them in the 
development of policies in the public interest, they cannot be the sole arbiters of 
public well-being. For American business to insist that they alone know what is 
good for the people and they alone should decide what to do is tantamount to 
denying the honesty of their purpose. If corporation executives want to be 
benefactors, they must invite the public to participate with them in the process 
of decisionmaking. If they fail to do so, we can only look upon their speeches 
as being empty mouthings. 

To date we have had congressional hearings which have examined corpora- 
tion practices and pricing policies. The television and radio industries have 
been examined for “payola” practices. The prices and practices of the drug 
industry are being reviewed by another committee. The pricing policies of other 
industries such as automobile, petroleum, iron and steel, meatpacking, have, 
among others, been searchingly and skillfully reviewed. But little has been 
done to define systematic criteria for the conduct of business concerns in this 
area. The investigations have been ad hoc in character. We must therefore 
promulgate regular procedures and hearings which would arrange for such 
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review of pricing policies with the object of defining guides for the conduct of 
large corporations and important business interests. 

While the emphasis should necessarily be upon the largest industries with 
their giant corporations where management enjoys wide discretionary power in 
the choice of their prices, the authorities should also be authorized to examine 
the areas where prices have increased consistently without deviation and where 
there are no large corporations but where lagging productivity and deficient 
industrial organization have impeded the introduction of cost-saving procedures. 
An outstanding example of such an area where the investigatory body should 
have authority to study would be medicai care. This item in the cost of living 
has been a most inflationary one in the citizen’s budget and we are doing very 
little to find ways and means of offsetting the higher rates by more efficient or- 
ganization of this vital sector of our economy. 


UNION WAGE POLICY DERIVED FROM EMPLOYER PRICE POLICY AND PERFORMANCE 


It has become a common practice for economists and public officials to couple 
proposals for wage control with those of price control. It attracts them because 
it appears to be a way of avoiding partianship in the industrial relations strug- 
gle. But it also enables the economist to avoid the difficult task of separating 
the areas of responsibility and to become familiar with the intricacies of union 
decisionmaking processes and methods of policy implementation. It is easier 
seemingly to ery out “a plague on both your houses,” than to reach out to find 
the truth. 

It is the purpose of this witness to indicate that the sluggishness of analysis 
by economists will result in an injustice and an unfair conclusion insofar as 
union wage policy is concerned. Wage analysts who have studied the formula- 
tion of union wage decisions have a definite contribution to make which should 
be presented to your committee. 

There are generally two types of forces which are affecting union wage and 
benefit decisions. The first are economic in character. A union in its examina- 
tion of the plant or industry with which it deals considers its pricing and profits 
policies and its prospects before it arrives at a decision. If the results show an 
impressive record of present and prospective profits and if the company admin- 
isters its pricing policies freely and generously without restraint, the unicn will 
reach its determinations with these facts in mind. If, on the other hand, the 
union is confronted with a highly competitive low-profit industry in which mills 
and plants are shrinking and where the individual producers are small and 
have limited capital resources and where labor constitutes a significant and 
measurable proportion of the cost, it will reach its decisions keeping these facts 
clearly in mind. 

Unions such as the Textile Workers Union of America in the soft goods 
industries are very conscious of the competitive nature of their economy. There 
are years when we make no wage demands because the competitive and eco- 
nomic facts would not support such a step. The same is true of unions in other 
industries. During 1952-55 the United Mine Workers didn’t petition for a wage 
increase because it faced very similar facts. Even the large unions in the 
durable goods industries trimmed the wage settlements in their subsidiary in- 
dustries in order to adjust to the economics of the individual firms. Studies 
have confirmed the extent to which such adjustments have been common in the 
steel industry. Again, while it is true that wage reductions are not now a com- 
mon policy, such adjustments have been made in individual cases to aline their 
cost structure to the industry level and to make the companies more competi- 
tive. If the wage rates are not changed, the union and management may jointly 
undertake a cost reduction program aimed at achieving the same objective. 
Wholesale industrywide wage reductions occur even to date, as witness the 
experience of the Textile Workers Union in 1953 and 1954 in the New England 
textile industry. 

The basic conclusion which we derive from the above facts is that union wage 
policies in the United States are broadly related to the economics of the industry 
and the price policies pursued by the employers. If the latter are following price 

policies which result in profit levels which seem extortionist to the union and 
produce unprecedently high profits, the union and its membership will tend to 
press its biggest claims. This was the state of affairs in the steel industry. 
If the industry had followed a conservative pricing policy and had shared the 
benefits of high capacity operations with its customers through price cuts as was 
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proposed by many public leaders and periodicals, there is no doubt that the 
United Steelworkers of America would have adjusted its demands accordingly. 
The United Automobile Workers in the negotiations in 1958 invited the auto- 
mobile companies to reduce car prices by $100 but the industry refused to 
follow this course. 

Given the economic facts surrounding the bargaining units, the trade unions 
shape their wage policies accordingly. Obviously in the prosperous oligopolistie 
industries with their large corporations pursuing administered price policies 
which yield them huge profits, the union’s policies will be governed by its in- 
herently ideological and institutional goals and will formulate its demands ac- 
cordingly. As a result union policies in the durable goods industries based on 
industrial high profit and price policies have sought to realize productivity 
wage increases, protection against increases in the cost of living, annual wages, 
pensions, and other types of benefits. 

On the other hand the unions in the competitive industries have tried modestly 
to keep abreast of the basic wage trends. These unions have in fact had to turn 
to the Federal Government and ask Congress to adopt a minimum wage of 

, $1.25 both to help them move up the basic wages in line with the cost of living 

| and the steep rise in national productivity. Many of them have been unable 
to effect this end without the help of such legislation for the competitive pressure 
from the low-wage nonunion plants has held employers in the organized plants 
from improving living standards in them. 

Wage policies of American unions are basically governed by the economic 
realities of the bargaining units which they confront. Where employers or giant 
corporations have administered their price systems to produce unusually high 
prices, the unions have had a wider range of discretion in their own policies 
and have sought to claim their share of the profit margins. If it is desired to 
effect a more conservative wage and benefit policy among unions in these 
oligopolistic industries, it is essential that the first step be taken to correct 
the practices followed by these sellers. Union wage and benefit policies will 
then be trimmed accordingly. 

We urge therefore that the present legislation be limited to a review of 
price policy followed by American business. 


[Reprinted from the Commercial and Financial Chronicle, Thursday, Dec. 30, 1954] 
A CRITIQUE OF “BiG BUSINESS” 
(By Solomon Barkin ') 


Trade union economist, claiming we in this country are relaxing vigilance against 
“economic giants,” cautions against toleration of big business. Says trade 
unions recognize big business as a threat against well-being of the mass of 
Americans, but denies that “Big Unions,” themselves are monopolies or a 
hindrance to public welfare. Holds executives of big business not only control 
our economic life, but exercise extraordinary powers over our political insti- 
tutions. 


The Government’s success in promoting high employment and stimulating 
national and personal advances should not become a justification for glorifying 
big business or relaxing our determination to disolve these aggregations of 
economic power. Individual well-being and confidence, realized through a 20- 
year battle against monolithic business bureaucrats, are in danger as a result 
of their success in regaining publice prestige, prominence and political power. 
Apologetics may temporarily divert men as they appraise the soundness of the 
defenses. But on analysis, these arguments melt away, as inadequate. Citizens’ 
organizations for united action such as labor unions are no justification for vast 
concentrations of economic power. The countervailing forces are limited in 
scope and not equal to the challenge of balancing corporate power. 

We are relaxing our vigilance against the economic giants at a time when 
other countries such as Great Britain and Canada, are adopting the philosophy 
and techniques of our antitrust movement. Others, like Japan and Germany, are 
restraining their monopolists or cartels at our Government’s insistence. This 





1An address by Mr. Barkin at the Conference on Values in the American Tradition, 
Wellesley College, Wellesley, Mass. 
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Nation was profoundly convinced that big business organizations aided and 
abetted the totalitarian aggressors. In other countries they had established a 
tight grip upon the economy which inhibited expansion. This country has a 
long history of public suspicion of big business. But we are now urged to tolerate 
the institution and relax our inadequate restrictions because our national econ- 
omy has, for a short time, operated at full or high employment levels. 

The American trade unionist cannot accept this position. He recognizes in 
big business a formidable threat to the well-being of the mass of Americans. 
Despite the temptation for the trade union movement to retire from this battle, 
to collect the special fruits of negotiations with big concerns or to discourage the 
diversionary, baseless political counteroffensive against “big unionism,” its 
national leadership, almost alone among the organized interest groups, has con- 
tinued steadfastly to support curbs on big business. No real trade unionist can 
give credence to professions that unions are capable of matching the corporation's 
power, even in the area of industrial relations. 

The recent efforts to popularize big business have set at rest one issue. Its 
existence is now acknowledged. We are in agreement that it is a major force in 
our economy. Instead of denying its power and protesting the prevalence of 
a competitive society, we now hear broad claims of the indispensability of big 
corporations. They are the cornerstone of America’s wealth and progress. 
The former evils, it is claimed, have either disappeared or been submerged by 
the constructive results of their operations. 

One technical issue still persists. The apologists argue that industrial con- 
centration is not as great as it was at the beginning of the century. It has 
grown absolutely, but has not kept pace with the growth of our economy. ‘“How- 
ever, Statistical measures, better attuned to measure economic domination in 
our age, can readily establish that its relative position has not dwindled and 
has possibly grown. 


CONTRIBUTIONS OF BIG BUSINESS MUST BE QUESTIONED 


The principal new defense of big business is its alleged capacity for develop- 
ing, financing, and installing industrial change. The big corporations are better 
able to maintain research facilities, finance the experimental and pilot opera- 
tions, and market the new products. America’s industrial progressiveness is 
equated with big business. Without the experience coming from the opera- 
tions of the giant corporation, we would not have been able to operate our war 
economy. 

This defense sounds quite contrived coming at a time when Dr. Lawrence 
R. Hafstad, formerly director of reactor development of the Atomic Energy 
Commission, bluntly informs management that it has neglected the utilization 
of atomic energy for peaceful uses. Postwar industrial research was largely 
financed by the Government, although much of the work itself was done by 
corporations on contract with the Government. The development of consulting 
research institutions as well as the facilities in universities ready to accept 
contracts from private industry and Government should help explode the myth 
of any special research competence on the part of the big corporation. The real 
complaint is that industry’s concentration on practical problems has retarded 
our progress in the pure sciences. 

Big corporations have, in the past, been associated with restrictive practices 
and cartels. The investigations of the Temporary National Economic Com- 
mittee had much to reveal of the repressive effect of large aggregates of power 
on new innovations. 

In other countries, where the competitive tradition is less strongly estab- 
lished and the government is less vigilant, we can ascribe part of the prevailing 
economic stagnancy to the lack of venturesomeness of the large, established 
corporations. 

Must we not, therefore, look to factors other than large-scale business for the 
peculiar stimulants to the progressiveness of our economy? May it not be that 
the very contributions by big corporations were encouraged by special privileges 
and the competitive advantages granted them by the Government? They were 
primarily responsible for obtaining for business at the beginning of World War 
II, the privilege of accelerated depreciation, as the price for conversion to mili- 
tary production. They obtained a disproportionate share of the procurement 
contracts, certificates of necessity for new construction, Government plants and 
equipment, and management contracts to operate Government properties and 
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research. These financial privileges permitted them to grow, to become en- 
riched and to master the art of large-scale management of production. 

The failure of small business, the special small business agencies within the 
Goverment and the congressional committees to get a reasonable share of Gov- 
ernment work for small business speaks eloquently of the vast economic power 
of the large corporations and their successful liaison with the procurement and 
military authorities. Frequently, the latter were recruited from these very 
large businesses on a dollar-a-year basis. 

Our past experience supports the conclusion that the rate of industrial change 
would be stimulated by the existence of a greater multiplicity of enterprises. 
The new industrial era makes research indispensable to the life of a business, 
quite independent of its size. The fact that large corporations contrived, with 
Government assistance, to get an early start, is no basis for believing that they 
alone are equipped for this job. The existence of numbers of small concerns 
marketing new products attests to this conclusion. But they are no competitive 
match for the corporate giants. 

The increasing availability of competent research men permits of their use 
by a broader range of concerns. The multiplication of research agencies for 
special fields reaffirms our conviction that business, the Government, and the 
universities can develop new research organizations to serve an industry or 
process users, without being dependent upon a_ specific large corporation. 
Fundamental research may have to continue even more broadly than at present 
to be a publie function. 

The spokesman for big business are not on strong ground when they contend 
that big business tends necessarily to be more efficient. The current recession 
has provided an abundant array of names of large companies in financial and 
competitive difficulties because managerial ineptness had left them unprepared 
for current problems. Many mergers and purchases of corporations are in- 
spired for reasons of tax advantage, financial manipulation, and personal self- 
interest, rather than the attainment of the optimum size of enterprise. Evi- 
dence is abundant that the desirable size of production units is much smaller 
than those of the very large corporations. The economies of centralized man- 
agement can be attained in smaller than current large units as witnessed by the 
drive for decentralization of corporate activities. 

Top management is unable to direct operations in big business enterprises 
on the basis of intimate knowledge. No one can argue that the wide diversity 
of products of the giant corporations are essential for their efficiency. They 
serve primarily to perpetuate current property owners through use of moneys 
which would otherwise have to be paid as taxes. <A study of the history of these 
large firms shows that their position was gained through earlier mergers rather 
than any special record of efficiency. 


ABUSES AND DANGERS OF BIG BUSINESS 


If support for big business cannot be convincingly developed on the basis of 
its particular capacity for innovation and efficiency, the abundant evidence of 
dangers and abuses and the problems big business presents to our democratic 
society are truly alarming. Big business has eliminated the traditional types 
of competition. Prices are now set by deliberate choice; production schedules 
are designed for specific business objectives, including maximum profits: innova- 
tions are introduced when older products or processes become a business Craw- 
back or when industrial prestige dictates. Whatever the decision, it is ¢ce- 
liberately reached on review of benefits, rather than forced through competitive 
pressures. National efficiency is no necessary byproduct. The major decision- 
making authorities are highly centralized in corporations, and the costs of 
ineptness and bad judgment are huge. Many of us would argue, with consicerable 
documentary support, that big business policies on prices, wages and investments 
were the critical factors in precipitating our great disaster of 1929. 

Their economic influence extends far beyond the reaches of their own corporate 
confines. The large corporations are governed by men with wide interests and 
influences in other enterprises. Cases have been paraded of interlocking officers 
and directors helping decide the course of business relations and the prices 
and volumes of related enterprises. Understandings and concurrence of policy 
and action are further promoted by the use of common service agencies, such as 
banks, tax experts, lawyers, engineers, labor relations men, and other consultants. 
3ut beyond these direct influences, we must recognize the vast empires of 
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suppliers, dealers and purchasers dependent upon these business giants and 
subservient to their interests. 

The large corporation is usually administered by a small group whose voice 
dictates and dominates policy action. Their financial interest is usually small, 
but their rewards are generous through their own controls. Members of boards 
of directors often find their greatest rewards in guiding business to their own fi- 
nancial affiliates. Stockholders appear to be more like people invited by manage- 
ment to supply money rather than men who hire the management. They are 
kept satisfied with regular and occasional extra dividends. The voting machine 
is controlled by the “inside” management. Even in battles between conflicting 
financial groups, arising at a time of crisis, the stockholder is given the choice 
of surrendering his judgment to one or the other group, as the appeals are never 
buttressed by platforms or programs. The charters give the stockholders few 
powers to initiate or review. Even in this era of advanced stockholder relations, 
he is treated as an outsider to whom select decisions are reflected as they are 
released to the public. 

The large corporation is truly an institution endowed with public interest, 
usually privately controlled by a small clique, affiliated with others in the “man- 
agement class.” Most of the limits on the managers’ powers are vague and not 
truly restrictive. They have little to answer for as long as the enterprise is 
profitable and dividends are regularly paid. 

The executives not only control our economic life through these corporations, 
but exercise extraordinary powers on political institutions. True, under the 
New Deal, they lost out in significant areas of our National Government, and 
the reaction to the depression swept them out of dominant positions in many 
State and local governments. But persistent effort and generous financial as- 
sistance and gratuities have reestablished their influence at the local and State 
levels sufficiently to endear the principle of States rights. After an arduous 
campaign to recapture the Federal administration starting in 19386 with the 
Liberty League, big business rode in with the Eisenhower administration. Its 
objectives are to reduce governmental activities and supervision, free big busi- 
ness of restraints.and transfer decisions from Government to its provinces. 

Public relations programs, lobbying expenditures and special efforts to in- 
fluence legislators and administrators reflect the tremendous resources at their 
command to secure favors. The results have justified the effort. Government 
eontracts, grants, for research certificates of necessity, financing facilities, plant 
structures, windfall profits and accelerated depreciation privileges have more 
than balanced the costs. Direct appeals to the legislatures have brought special 
tax gains for the large corporations, with resulting more liberal depreciation al- 
lowances and other tax benefits. 

Vexed by the prevailing, historic disapproval of bigness in the United States 
these men have embarked on a campaign to restore their prestige and influence 
in our cultural and communal life. The law has given them ample resources, 
since tax exemptions enable the corporate officials to spend public funds for 
educational or civic purposes so as to build up recognition and power. Their 
own payrolls carry many skilled persons prepared to sell the public on the big 
corporation. The multiplicity of recent books, including those providing no 
personal advantage to the writers, speak of the scope of current efforts at pro- 
moting public approval. The crest of this campaign was reached when Presi- 
dent Eisenhower pronounced in his annual message that “size alone does not 
preclude effective competition.” Others have served big business with rationali- 
zation for their high prices stressing the need for self-financing of expansion, 
or with polemics for “LIFO” methods of valuing inventory and price adjustments 
on assets. 

Their efforts to win public approval would not warrant criticism if business 
enterprises were public relations institutions. They are, however, chartered for 
production and sales or specific business ventures and not as educational, politi- 
eal or propaganda agencies, organized to direct our political and social thought. 
The Corrupt, Practices Act prohibits contributions to political campaigns. Are 
not these other uses of tax-exempt funds and corporate income, most often with- 
out stockholder approval, equally unjustified or irrelevant to the functions of the 
‘business enterprise? 
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ARE COMPETITION AND COUNTERVAILING FORCES ENOUGH TO BALANCE BIG BUSINESS 
IN THE UNITED STATES 


The above developments have raised serious doubts as to the wisdom of the 
decisions and the use made of the concentrated economic power held by the 
managers of big business. In our political life, we have the means with which 
to counterbalance their influence and ambitions for domination. True, the 
struggle for real political democracy is not an equal one because of their finan- 
cial resources, influence over the press and channels of communication. In fact, 
we know only too well the devious techniques used to infiltrate both parties 
though predominantly the Republican. 

Individual freedom and our traditions of free speech and thought have served 
to protect us in our cultural and communal affairs. But even in that area, the 
extensive employment or endowment of professional groups by big business has 
distorted the perspective of many members of such groups. The battle to pre- 
serve individual independence is a continuous one. 

What have we to rely upon in our economic society? Competition among 
producers or sellers has been severely restricted as a restraining and controlling 
influence. A vast number of our markets, defined according to one’s own tests, 
are dominated by a few producers or sellers. Moreover, the Government has 
had to restrict the operation of competitive forces in some areas, because they 
were so destructive of labor standards or terms of trade. Of course, some 
businessmen, including some most vocal on the need for competition, have ob- 
tained governmental protection for price fixing, as in the case of the resale price 
maintenance laws. 

With competition widely recognized by the consumer as no longer dominant, 
the economist came aleng to document the conclusion with fact and theory. This 
onslaught on big business prestige brought few immediate defenses, since the 
1929 depression had already reduced its stature. But, at the beginning of the 
forties, new responses became available, heralded by J. M. Clark’s essay on “Work- 
able Competition.” Since then we have heard a number of defenses of bigness. 

The superior rate of innovation resulting from large business organization, it 
is claimed, provides an adequate substitution for older types of competition. The 
loss in economic efficiency and the temporary high prices created by administered 
price levels are offset by the subsequent lower price level of the successor items. 
Competition has been broadened from bargaining among producers trying to sell 
the same item to producers selling competitive and alternative products or serv- 
ices. The battle for the consumer’s dollar has become a real economic force 
with the increase in the volume and importance of discretionary buying, driving 
down prices and stimulating efficiency. While advertising and other nonprice 
appeals are the principal leverages the long-run effects on price are favorable. 

The results of economic activity, rather than the form of business organiza- 
tion, must be the test by which to judge business performance. “Workable compe- 
tition” must substitute for “pure competition.” But the theorists have not 
supplied us with adequate tests of “workable competition” or means of measur- 
ing the degree of decentralization of power. Too often in the past, formalistic 
criteria, such as uniform prices obtained in a competitive market, are employed 
to justify monopolistic behavior, without looking behind the economic effects 
of the corporation’s and industry’s entire behavior. 

John Kenneth Galbraith focuses on another force in the economy to assure us 
that we can live with bigness. Countervailing powers counteract and balance 
the primary concentration of power. They are nurtured in the same environ- 
ment, among the actual or potential victims, to curb the abuses and the misuse 
of power employed against them. In a most optimistic mood, he conceives it as 
being a self-generating force which can keep our private economy in balance and 
make government intervention unnecessary. 

Neither approach to the vital challenge of big business in a democratic society is 
reassuring. The first suggestion, that we test our economy not in terms of size 
of units or structure, but by results, continually fails us. The data for testing 
the conclusion are inadequate and the apologists have not even enrolled big 
business into their camp to provide them with the sinews of defense. Pragmatic 
tests are few. They tend to be satisfied with proof of absence of collusion or 
complete monopolistic domination. Otherwise, the case rests upon assigning 
credit to big business for the postwar prosperity and obligingly forgetting the 
collapse of 1929 and the failures of the thirties. 
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Big corporations are not pressed to reduce prices to real cost levels. The in- 
fluences affecting decisions are many, including the desire for maximum or rea- 
sonable profits—whichever phrase is most pleasing—both over long and short 
periods, and other factors of policy, such as substitutes, public reaction and pre- 
vailing industrial codes. These are limiting factors on, and not determinants of, 
prices. The decision is management’s. The selected level of returns depends 
completely on the reconciliation it chooses. As for the consumer’s freedom to 
react, it is limited by the allegiances he has developed, as a result of advertising 
and social pressures, to particular goods and specific brands. 

The overall decisions are not conducive to the best economic efficiency. At 
times the efficient will forego business such as Government contracts for tanks or 
will maintain high prices to prevent his small competitors from going out of 
business, lest he incur the public’s wrath and to assuage public resentment 
against monopoly. Results are not sufficient to test an institution; motives are 
equally important. 

Just as prices are determined by a combination of motives involving profit and 
industrial position, so are other decisions on innovation, volume of production 
and competitive behavior. Many are the abuses of economic power when the 
latitude is so wide and the limits of discretion so broad. 

Limitations on investment are common when the market is producing profits; 
discouragement of new entrants is strong when the public eye is not focused on an 
industry. Yet the same corporations are quite ready to encourage favorable opin- 
ion when criticism is gathering on the horizon, by leasing their know-how to other 
firms, as Du Pont has done in the case of both nylon and cellophane production. 
If suspicions of avarice are hecoming too widespread they are quite prepared to 
mitigate them with generous contributions to public purposes of tax-exempt 
funds. 

The theory that each oligopolist begets his own counterpoise is a reassuring 
thesis. But the author himself has many misgivings about its reliability. There 
are vast areas where such countervailing forces do not exist. Unfortunately, in 
the field from which he gets his clearest inspiration, labor, there are many zones 
of concentrated power, including chemicals and textiles, in which there are no 
pervasive union Organizations. The big corporations employing white-collar 
persons have not been counterbalanced by corresponding labor organization to 
assure equality of bargaining in this area. 

The new countervailing institutions require a “minimum of opportunity and 
a capacity for organization.” They are often lacking or weak, particularly when 
the Government is controlled by the oligopolists themselves, intent upon prevent: 
ing new countervailing groups from arising and destroying those which exist. 
The present employer-oriented National Labor Relations Board provides little 
encouragement for the appearance of independent labor organization. 

If Government is necessary to bring into being and to nurture the countervail- 
ing forces, as Galbraith observes, might we not first concern ourselves with the 
problem of maintaining an administration favorable to such operations? 

Furthermore, there are industries where such countervailing organizations are 
unlikely to appear because of the predominance of the giants. To the automobile 
industries, thus safe from countervailing forces in the manufacture and selling, 
we would add tobacco, film producers, liquor, household appliances and other 
durable goods manufacturers. Even the retailers engaged in the new forms of 
large-scale retailing, who have reduced marketing costs through greater effi- 
ciencies, have not really reduced the manufacturer’s prices except by intruding 
in his field. 

The faith in this alternative becomes even less firm when we are told that 
countervailing forces are effective only in periods of recession, deflation, or de- 
pression. But our tolerance of big business developed in the postwar years, when 
inflationary tendencies, if not outright inflation, prevailed. Our suspicions of big 
business grew strongest and criticisms harshest when countervailing forces are 
allegedly most operative. It was in the thirties that the big corporations most 
ardently pursued restrictive production, investment and high price policies. 
This combination of views is hardly tenable. 

Galbraith declares that his countervailing forces, where they exist, will not 
give “an ideal distribution and employment of resources.” They will only operate 
in the “right direction,” which is presumably countervailing pressure against 
abuse of private power. We cannot be even assured that where they exist they 
will offset the primary power in every area of its decisionmaking. The trade 
union will at best only balance in the area of relations with workers, the farm- 
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er on his purchases, etc. What is to be done to insure complete coverage where 
the self-generating forces nurtured by Government do not produce the adequate 
countervailing force for some areas? Can this position relieve us of our anxiety 
about the power of big business even in the economie area, where we must con- 
stantly search out or create new institutions and find substitutes for countervail- 
ing forces where they do not arise? 


BIG UNIONISM 


A major diversionary move, designed to sidetrack attacks on big business and 
to curb organized labor, takes the form of a demand to bring unions within the 
jurisdiction of the antitrust laws. Secretary of Commerce Sinclair Weeks is the 
most recent protagonist of this position, carrying it from the point where the 
National Association of Manufacturers left it during the debates on the Taft- 
Hartley Act. 

The fundamental fact is that trade unions bargain with management on terms 
of employment and not on the price of goods and services. The law has long 
recognized that human labor is not a commodity. 

The results are not determined by workers, but are agreements of two really 
opposing parties. If management’s decisions are influenced by its monopolistic 
or dominant position in the market and its confidence in its ability, as price 
leader, to pass on the cost of improvements to labor, then the issue is no differ- 
ent than any other management decision in our era of big business. We should 
curb its power and not the workers’ organization, a major countervailing force 
in our society. If any correction is to be made, it should be to increase the pro- 
tection provided workers organizing in areas where big business is now able to 
suppress such organization with the aid of the Taft-Hartley Act and the present 
National Labor Relations Board. 

The existence of a national labor organization does not in itself establish na- 
tional bargaining. Many national unions in localized industries depend com- 
pletely on autonomous local negotiations. As a matter of fact, little industry- 
wide bargaining exists in the United States. Pattern bargaining predominates. 
The industry usually waits for the conclusion of labor agreements with its leader 
or pattern setter for guidance on its settlements with other companies. This 
practice of following the leader on labor standards antedates collective bar- 
gaining and originates in many industries with the determination to resist labor 
organization. Union agreements with satellite companies are often on less 
favorable terms to the workers than those with the leader. 

The cry of “big unionism” is a smokescreen to hide the determination to de- 
stroy effective unionism. 

The major problem of big, as well as small unions and other membership in- 
stitutions, is that of assuring a proper voice and safeguard for the individual’s 
freedom therein, without atomizing the organization itself and reducing its bar- 
zaining power. Many promising developments have been instituted in this area. 


CONCLUSION 


sig business is a challenge to the American people. Its power and dominance 
must be kept under constant surveillance. The new prestige cultivated in the 
postwar years has served it well in gathering new privileges and incentives and 
in extending its authority. Its influence in our political, social and cultural life 
has deepened greatly. - Under the stimulus of national emergencies and an ex- 
panding economy, together with special benefits and incentives, big business grew 
and subordinated many restrictive practices and inclinations. But this does not 
mean that they have been eliminated. It requires a strong trade union move- 
ment, a high level of taxes and a Federal administration responsive to many 
equalitarian and diverse interests, to maintain some economic balance. 

Many of these essentials for countervailing pressures have waned, particu- 
larly with the new national administration’s alliance with big business. We 
have no systematic procedures nor do we possess adequate countervailing forces 
to pressure big business te act constantly in the public interest, promote national 
efficiency, assure adequate utilization of resources, provide the lowest possible 
prices for services and goods, and help maintain and expand a full employment 
economy. These forces in our democratic machinery are lacking. 

Many doubts have been voiced concerning the adequacy of our enforcement 
of the antitrust laws. The courts have not been too helpful and the Depart- 
ment of Justice has net always been sufficiently vigilant. Nevertheless, these 











294 UNEMPLOYMENT ACT AMENDMENTS 


laws and court decisions have inhibited big business in cartelizing its powers. 
A simpler procedure for enforcement would be helpful. But above all else, we 
need more specific legislative definitions of undesirable practice, restrictions on 
bigness, and more powers for regulation. 

Big corporations must be incorporated by the Federal Government and subject 
to an identical system of limitations. The Federal agency should be furnished 
with regular reports on policy, performance, and results and should be entitled, 
on its own motions or on public complaint, to survey individual corporations for 
behavior in conflict with the public interest. Criteria should be developed to 
define the types of big corporations and businesses which should be dissolved, 
as were the public utility holding corporations in the thirties. 

The beneficiaries of public privileges and financial incentives should be par- 
ticularly responsible for meeting tests of constructive business practice, pro- 
gressive management, reasonable price levels, and constructive collective bar- 
gaining. Where the market itself cannot effectively operate to pressure prices 
and production to efficiency levels, we must substitute public review. The 
present Corrupt Practice Act prohibits corporations from intruding into our 
political life. A code is necessary for limiting the use of tax-exempt funds and 
corporate payrolls to influence our social, cultural, and communal institutions. 

Big corporations are public institutions dominated and governed by private 
interests. Those who abuse their power should be dissolved. The others should 
be subject to constant public scrutiny. 


{Reprinted from Proceedings of 49th Annual Conference, League for Industrial 
Democracy, Apr. 10, 1954, New York City] 


Bia BuSINESS Must ANSWER TO THE AMERICAN PEOPLE 
(By Solomon Barkin) 


American big business has truly achieved the spectacular. In the short period 
of one decade it has all but swept away an historic popular antipathy to big- 
ness and converted open hostility into widespread acceptance even inspiring the 
appearance of a list of apologists from the ranks of political New Dealers. In 
this new era of business ascendancy its economic power is most secure. Its 
political position is most pervasive. Leading business executives as well as 
votaries are entrenched both in Washington and the State capitals. Our Fed- 
eral and State income tax systems provide liberal exemptions for the largess 
handed out to philanthropic, civic, educational and research institutions, and in- 
dividuals by these organizations, thereby reinforcing their preeminence in, 
and even dominance of, our social and intellectual organizations. Commanding 
our industrial structure at a time when its technology and operations are ab- 
sorbing the Nation’s intellectual and creative forces, the business executive is 
demanding, and, in many areas, securing, the right to lead this Nation. The 
New and Fair Deals have been supplanted by the Big Business Deal. We are 
in danger of succumbing to the personal code and culture of Croesus. 


RENASCENCE OF BIG BUSINESS POWER 


In the thirties, business executives protested the contempt in which they were 
held. They ridiculed the reformers reconstructing Our Nation and economy 
after the great depression brought about by the defects of our business system. 
The extreme right wing fought back from outside the Government with little 
effect. But business executives finally gained their way back after winning 
the internecine war with the New Dealers for control of the War Production 
Board. The dollar-a-year men restored the business executives’ confidence in 
themselves and their right to guide not only business but Government as well. 

With the coming of peace, American business strove to regain power, both 
in and outside of Government. The antilabor forces focused on curbing 
trade unions and crowned their achievements with the passage of the Taft- 
Hartley Act. The more liberal executives, sensing the change in national atti- 
-tudes effected by the New Deal, supported the Committee for Bconomic Develop- 
ment to pronounce private businesses’ responsibility and ability, with Govern- 
ment support, to provide high, but not full, employment. They fought to limit 
governmental activity and to return the powers for decisionmaking back to 
property owners. But the great body of business executives and conservative 
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opinion bore down more directly and heavily on Government, determined to de- 
flate its prestige, and succeeded in large measure with the earnest cooperation 
of individual Democratic officeholders. Their desire was to undo economic 
reforms and restrict and disassemble the social reforms through harsh, de- 
centralized administration in the individual States. 

The Republican administration came into power at the crest of a wave of 
popular complacency with our economy in an era of full employment, rising in- 
comes and widespread security. The fears of recession were set at rest by the 
Republican presidential candidate’s reassurance that the New Deal’s social fab- 
ric would be maintained, if not liberalized. 

The new administration was in dead earnest in its exaltation of private busi- 
ness and some laid plans to dismantle the governmental service structure and, 
wherever possible, to distribute its parts, if necessary at sacrifice prices, to 
l'vivate interests. We are now in the early stages of this profligate distribution 
of the public wealth, restricted primarily by the sharp outcries from citizen 
groups who have learned of the advantages of specific services. 


BIG BUSINESS ACCEPTED AND GROWS 


In this area of the big deal, the business executive appears to the public in 
a new character, as the exponent of growth, progress, and American industrial 
preeminence. And the advertising skills make sure that this image is consistently 
broadcast and deeply etched into the American consciousness. The sins of the 
past have been erased. True, there were some. The more balanced are willing 
even to concede that the New Deal was a period of the “curse,” visited upon them 
for past errors. But businessmen have atoned. Now they should be restored 
to their rightful position of leadership in our economic and political society. 

Bigness is no longer a sin. Its prevalance need no longer be denied. The 
big corporation does not fear the charges of monopoly. President Eisenhower, 
in his economic message, proclaimed that “size alone does not preclude effective 
competition.” Secretary of the Treasury Humphrey announced that “Americé 
needs big business. It requires big business to do things in a big way in a big 
country.” * There are so many large corporations in this large country that they 
are intimately interwoven into our economic fabric. While an antitrust suit 
might affect a single case of economic dominance, most corporations are well 
protected by the presence of several large companies in the industry and a 
screen of protective small businesses. 

The economist has come to the aid of business. Only the careless among them 
will speak of monopolistic competition. It is now “oligopolistic” or ‘“oligoposonic” 
price behavior. But, in any event, there is no longer any doubt that the area 
of traditional competition has been strictly narrowed. While the debate still 
persists in academic circles as to whether the proportion of industry which is 
controlled by concentrated interests is any greater now than it was at the be- 
ginning of the century, there is little doubt that concentration has continued to 
grow. More and more areas of our economy now are dominated by the large 
business venture. Consolidation continues and the corporations and correlated 
interests set the pace for the entire business community. They are leaders as to 
attitudes, conduct and performance. 


FREE ENTERPRISE IS LIMITED 


We now have private business, but do we have free enterprise? The perennial 
cries of the small businessman of his difficulties epitomize the problems of exist- 
ence in the world of corporate giants. Small men gain entrance and continue 
to prosper because their presence is highly welcome to the big organizations for 
protective coloration. They are also most welcome as parts of our complicated 
structure, as contractors feeding big assembly organizations producing the final 
products. They permit rapid expansion and simplify the production problems. 
They accept risks and permit the big producers to bargain effectively for better 
terms. The merchandising and selling problems are eased, since the small units 
shoulder many of them. A veritable vortex has been created in which power is 
truly centered in single corporations. 

But the task of starting a new venture is a difficult one in a day when big 
business dominates. Competition among the little ones is often very keen and 





1 New York Times, Apr. 8, 1954. 
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is characterized by all the ruthlessness associated with “pure competition.” 
They beg for capital, protection against the large corporations, aid in starting and 
in solving their many initial problems, and opportunities to try out their many 
ideas. Many Congressional investigations and a number of Federal and State 
administrative bodies have been created from time to time, but have done little 
more than provide a forum for complaint. Even where special preference is 
accorded small business in the award of Government contracts, they find the 
military procurement officials reluctant and unreasonable in their dealings and 
unprepared to aid them in securing contracts... The starting is difficult and 
failures are many. And when successes are achieved, the large companies are 
ever ready to absorb the smaller units in the anxiety of big corporations to di- 
Vversify and in their zest for growth and power. Many small firms prosper on 
the untenable base of tax avoidance and personal expense accounts, 


MANAGEMENT DOMINATES BIG BUSINESS 


The new giant corporations are truly in the hands of the managers. We have 
become familiar with the divorce of ownership and control. Many is the large 
corporation which boasts that few of its stockholders own as much as 10 percent 
of the shares. The campaign for popular investment in American business 
through stock ownership, however small, is diluting ownership. The mutual 
investment funds, the foundations and pension funds are all widening the gap. 
Corporations are becoming more and more “management-controlled.” We do 
not know any more who hires whom. Is it ownership which hires management 
or management which hires capital? 

In the current battles for control of the New York Central, Young fights White, 
with the stockholders invited to provide each with the sinews. In the fight for 
control of the American Woolen Co., the ownership is so widely dispersed that 
the recriminations, accusations and internal dissention among the contestants 
for control have dazed the stockholders. The stockholders are so numerous, 
they cannot effectively organize to provide leadership for the corporation. 

Nor are these the only. examples of fights of management groups over control 
of corporations. MeGinnis beat Dumaine at the New York Central; proxy fights 
have been staged at the Blair Holdings Corp. ; the Detroit & Cleveland Navigation 
Co.; the Minneapolis & St. Louis Railway Co.; the Decca Records, Inc.; the 
Lehigh Valley Coal Corp., and R. Hoe & Co. 

To whom is this coterie of management responsible? Their stockholders? 
The latter are paid off with dividends which are considered not rewards for risk 
but overhead costs or fixed charges, to keep them satisfied and off management’s 
necks. 

Close study of dividend payments shows that the fluctuations in profits of 
corporations do not determine the stockholder’s return. Some people suggest 
that the sole test, the sole basis for management’s actions, is its own personal 
satisfactions. Certainly, the rapid development of executive compensation plans 
would tend to support this conclusion. For managements have voted themselves, 
of course with the stockholders’ assent through their assignment of proxies to 
the management, the most munificent bonus schemes, either in cash, stock, or 
pension programs, besides innumerable other benefits. A whole literature has 
been created on executive compensation, suggesting the most tantalizing pro- 
cedures for rewarding the management executives for their loyalty to the cor- 
poration and for assuring them that Uncle Sam’s tax systems do not whittle 
down the rewards. 

But it is not only the rewards that guide the executives. A professional 
esprit de corps has been created. The zest for achievement, expansion and 
power are truly basic drives. 

To whom are these men responsible? If not to the stockholders, is it to the 
workers? Labor has imposed restraints through the severe taskmaster of 
organized power, trade unions. But the workers have been told to stay in 
their own bailiwick. 

Who then are the arbiters? Is it the American Management Association? 
the United States Chamber of Commerce? the National Association of Manu- 
facturers? organizations which have argued that management should be !eft 
to deal with problems without interference? 

Some have suggested that it is the open market and the consumer. One 
economist has spoken mysteriously of “countervailing powers.” 


2 New York Times, Apr. 9, 1954. 
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What influence can the consumer have? Force a price reduction? But the 
men of management don’t even reduce prices when the market declines. The 
traditional competitive price policies are out of the window. Prices must be 
maintained, management argues, for flexing or changing prices generate a con- 
tracting economy. 

The management’s best answer is to maintain or raise prices and reduce pro- 
duction. The acetate yarn manufacturers found the acetate fabric market to 
be demoralized by price cutting. They determined that price reductions would 
not broaden the market, so they preferred to stabilize the market by raising 
prices and curtailing output still further. The steel industry may operate 
two-thirds of capacity, but prices stick. There is no glory in cutting prices. 

In fact, it is argued that price stability makes for an orderly process of in- 
ventory liquidation and tends to favor a business upswing. This overlooks the 
fact that prices which provide companies with profit when they are operating 
at 50 percent of capacity discourage buying. Where there are not enough large 
organizations to enforce such price stability, the State governments have pro- 
vided fair trade acts to allow manufacturers to secure legal support for their 
one-price systems, 

The other alternative is for the consumer to stop buying. But the results of 
such a course are dubious and possibly dangerous. First, it is difficult for the 
consumer to stop buying a product to which he has been drawn by custom, 
fashion or high-powered advertising. Moreover, change is Slow and the buyer 
continues to be an unwilling victim. To alter buying habits, there must be a 
reasonable alternative which has been promoted by the requisite advertising 
and consumer appeals. Second, such spiteful action can boomerang disastrously 
into the kind of buyers’ strike which can lead to a recession or even depression. 
The market and the economy are forced to conform to the executive’s concepts 
of prices, rather than the reverse. But where is the fountain of new buying 
power to be found? 

As for countervailing forces, they are significant, but who is to assure that 
they will arise? The powerful business executives who have to be balanced by 
opposing big powers are fighting unionism and shackling existing unions with 
new restraints invented by industrial relations men employed by corporations 
and enacted by the congressional labor committees. Where are the countervail- 
ing forces to the large oligopolists in this country? The gaps are tremendous 
and formidable. 

These countervailing forces initiated by owners, workers, consumers and 
governments then, are not the means of assuring a responsible accounting or 
enforcement of desirable policy and practice. 

Big business has ridden into power behind the shelter erected by the intense 
industrial activity developed during the war and by the postwar demand. High 
governmental expenditures and accumulated consumer Savings gave our indus- 
trial leaders a chance to prove that they were veritable masters of the mechanical 
process of production. In an era of full employment induced by the Government 
and consumers, these leaders can allocate and apply resources effectively. They 
can innovate, but can they create industries and jobs fast enough to maintain 
full employment without Government help? The Government in Washington 
is betting on them as against those who have voted no confidence in big business’ 
ability to restore full employment. Is big business going to let down its 
administration? 

Big business is not responding to stockholders; it is grudgingly acknowledging 
workers’ rights and insisting on patience by the Government. To whom is this 
elite responsible. How are they to explain their stewardship in the face of mil- 
lions of unemployed ? 


MORE PRIVATE ENTERPRISE 


The big business interests have begged off answering this question. They 
have been satisfied to point to the “invisible market forces.” They insist on more 
and more private enterprise as assuring more liberty. Economic liberty for 
big business is the summa bonum of all activity. Free enterprise must take 
second place. The Government and the people must provide a favorable atmos- 
phere for more private enterprise. 

This insistence on private endeayor is sometimes difficult to understand. 
Don’t we provide enough occasions for private endeavor? Don’t we have laws 
which guarantee private ownership? Don’t we respect private rights to patents? 
Don’t we prohibit Government confiscation? But these evidently are not enough. 
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Private enterprise works best when it knows that the profits are there for the 
asking. Then it is best and safest to risk. Then there can be enterprise. 

Our Nation has witnessed many challenging bold excursions by financiers into 
the untested and untried. But they knew their price and got it: the guarantee 
of enormous profits. This guarantee has taken various forms. In some cases, 
we have had land grants. In other instances, we have built roads. Tariff walls 
have protected investments. 

“INCENTIVE” ECONOMY 


In more recent years we have seen innumerable schemes designed to convert 
our “risk economy” into an “incentive economy.” We don’t expect entrepreneurs 
to chance the unknown; we provide them “incentives” which guarantee them the 
profits. To manufacture for the Government we grant accelerated depreciation, 
which is chargeable to the Government as a cost of manufacture. Not an outright 
gift of plant, it is only a disguised one. Since the beginning of the Korean war, 
facilities worth $30 billion have been covered by this privilege. 

Less difficult to understand is the cut-rate sale of government plants and 
properties and so-called surpluses to private industry. Why not sell a few loans 
held by the Government at sacrifice prices? It provides incentive to the bankers 
to lend. The RFC and Commodity Credit Corporation are doing it on a whole- 
sale scale. Why not raise interest rates? It enriches the banks, provides them 
with more profit, and we have more private enterprise. 

What of the ordinary citizen who wants a home? He becomes the lever for 
real private enterprise. We have developed a system wherein we guarantee.the 
builder a chance to build homes with the Government’s money, to be sold at 
extraordinary profit and extravagant prices to the ordinary citizen. The Gov- 
ernment will hold the bag if a recession results in foreclosures. 

As for the oil operators, some one has figured out that there are 13 major sub- 
sidies paid to them. These subsidies explain the thousand Cadillacs in the 
crowded streets of Houston, Tex., and the transfer of our centers of wealth from 
the East to the sunbaked stretches of Texas. 

A welfare state demoralizes the citizenry; but an “incentive’ 
inducement for private enterprise. 


state is an 


GIVING AWAY OUR NATIONAL RESOURCES 


There are tremendous natural riches and resources in this country. The 
tidelands are truly a fountain of wealth. They have been voted to the States to 
be leased for a pittance to the oil companies. Power resources are being diverted 
from public development to private ownership. To insure that the public utility 
industry be no longer shamed by the lower rates of public or cooperative power 
groups, these latter groups are to be forced to raise their rates. The President 
in early 1954 signed a bill banning Federal regulation of pipeline carriers trans- 
porting natural gas within a State so that the lobby-controlled State commis- 
sions can hike rates for the pipelines. 

The Nation has invested billions in atomic energy development. But we have 
insured that our large corporations have acquired the know-how. Private cor- 
porations have operated these projects. Their exploitation of our public invest- 
ments only awaits the removal of the wraps of secrecy, and this is assured for the 
near future. 

Protection of the public interest? Why, big business asks, should there be 
any more protection for the public investment in this case than in the other 
investments? What overall provision have we otherwise made for the account- 
ing of this stewardship? Shall we change in this instance just because the pub- 
lic investment is vaster and more obvious and the world’s security is at stake? 


THE CHALLENGE FOR ACCOUNTABILITY 


We have come to an important juncture in our national development. Our 
private business economy has for many years been under public scrutiny. The 
wild abuses of the twenties have, in many instances, been curbed. We have been 
diverted from the consideration of the fundamental problems of the structure 
of our industrial society by a milieu of full employment and industrial growth. 
In it, we could overlook the irresponsible behavior of businessmen. We did not 
check too closely on their performance since we were all moving ahead. 

Management has, during the last few years, gained greater and greater con- 
fidence in its own performance and rights to govern. Many in its ranks have 
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paid greater homage to the public interest and have accepted the challenge of 
maintaining high employment, though not supporting the demand for full em- 
ployment. They have not accepted any principle of accountability, except in the 
marketplace, which they administered and controlled. They have not acceded to 
a review of performance by anybody, even the Congress of the United States. 
Rather, private management, the elite of American business, has increasingly 
insisted on its prerogatives not only in labor matters, but in the operation of our 
economie and political society. They are aiming at more complete sovereignty. 

The immediate challenge to the people is that of establishing agencies for re- 
viewing the performance of the managers of American business and determin- 
ing where the accounting shall be made and what shall be the tests for steward- 
ship. The bodies to which such accounting should be made must be public 
agencies not subservient to the management elite but representative of the broad 
body politic. This change demands a swing of the political and economic 
pendulum away from the course it has taken during recent years. 

Finally, American big business corporations must be governed by one Federal 
system of incorporation. Full disclosure must be provided of price and pro- 
duction practices and performances and the results of industrial operations. 
The Federal business agencies should be empowered to hold hearings on com- 
plaints on business practice and be able to issue cease-and-desist orders to 
business executives and enterprises operating contrary to the public interest, 
and tending to interfere with the growth of our economy and standard of liv- 
ing at a full employment level. Where Government concessions and aid are 
furnished, the managements should be required to accept specific rules for per- 
formance defining public policy. Government operation must be continued and 
expanded where it provides basic services and development of social capital 
resources. 

We must maintain a mixed economy, consisting not of private monopolistic 
and some free enterprises, but one of private and free enterprises with govern- 
mental ventures. 


[Reprint of an article from the Proceedings of the New York University 12th Annual 
Conference on Labor] 


A UNIONIstT’s PROGRAM To MEET INFLATIONARY THREAT 
(By Solomon Barkin) 


The administration and the business community have kept stirring up interest 
in and concern with the problem of inflation at a time when prices have been 
stable for more than a year. They initiated this debate in late spring of 1958, 
when every forecast, including those issued by governmental agencies, indi- 
cated such price stability will be maintained. The intensity of the contro- 
versy has currently increased though evidence points to the probability that 
price levels will not change much in the immediate months ahead. 

The threat of inflation has not been and is not likely to be so intense in 
the near future as to justify the deliberate promotion of a national hysteria. 
A positive program of action such as we shall unfold would have accomplished 
more. But the disseminators of the message of woe have been more intent upon 
generating this deep concern than in arresting the real pressures for inflation. 


INFLATION DEBATE POLITICALLY INSPIRED 


The heat of the declamations can only be explained by motives other than the 
anxiety over the immediate changes in the level of prices. If one were to 
conjecture on these reasons in terms of the people emphasizing this problem 
one would be justified in ascribing them to political and propaganda purposes. 
The administration apparently undertook the campaign to fight inflation pri- 
marily to discourage a bold public expenditures program being considered by 
Congress and, more recently, to pressure trade unions to accept lower wage settle- 
ments than they had publicly announced. It also feared the consequences of its 
handling the financing of the Federal budget deficit by traditional means, which 
it would not think of modifying. 

The business community must have had similar purposes plus the added desire 
to divert attention from the charges directed against its responsibility for push- 
ing up prices. Specialized business sectors such as insurance companies and 
banks which have actively agitated the public on this problem have had some 
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special purposes, such as to rationalize high interest rates and to minimize 
the possibilities of the blame being placed on their policies and practices. 


REDUCTION IN UNEMPLOYMENT AND HIGH RATE OF GROWTH PRESENT CHALLENGES 


While this debate has been going on, trade unions and political liberals have 
focused attention on the high levels of unemployment and the slowness of the 
rate of economic growth. They have sought to keep the public’s eye fecused on 
the fact that America’s low rate of growth has dropped below the 3 percent 
level which was contrasted with the potential for an annual growth rate of 
5 percent and Russia’s program for an 8 percent annual rate economic expansion. 

Along with the lower rate of growth has come a high level of unemployment. 
The labor groups have protested the continued large volume of unemployment and 
could find little satisfaction in the reduction of the number to 3.6 million. 
Behind these figures they see large pools of unemployed in the distressed urban 
areas and widespread underemployment among the more than 114 million low- 
income families. At the time in April when we registered this sharp drop in the 
level of total unemployment, there were still labor market areas with rates of 
unemployment above 16 percent. More than 267 labor markets had 6 percent or 
more unemployment. In some industries such as construction, the rate was 11.3 
percent; mining, 9.2 percent; automobile manufacturing, 8.2 percent, and it was 
equally high in textiles. A number of States could still report unemployment 
rates in excess of 6 percent. 

While unemployment has been so pervasive, trade unionists and political 
liberals could not possibly concentrate on the issues of inflation. They con- 
tinued, therefore, to press for Federal legislation to correct the obvious defects 
in our economy. They perceived in the possible threat of rising prices the exces- 
sive use of economic power by big business interests and professional groups, 
inadequate expansion or control of our bottleneck industries, insufficient stimu- 
lation of productivity in our service industries, inflationary monetary policies 
which discourage growth, inequitable tax systems with countless loopholes for 
the higher income groups, and an outmoded agricultural pricing policy which 
maintains prices high and surpluses excessive and fails to provide a living to 
millions of farm families. Legislation designed to meet these problems appeared 
to them vital to deal with inflation. 


PRICE STRUCTURE DETERMINED BY MARKET OR PRICE ADMINISTRATORS 


-In considering the trade union’s role in our market economy one must recognize 
that its function is that of stimulating or conditioning but not that of controlling 
management’s behavior. It is the latter which sets prices, fixes production 
policies and determines the financial, product, research and expansion programs 
for the enterprise. This truth is obvious in unorganized industry and applicable 
widely to unionized ones. Moreover, with the share of American industry 
covered by union contracts stabilized if not decreasing, the union’s influence 
upon the Nation’s wage movements and levels has become less critical. It has 
been exaggerated by its opponents for agitational purposes. 

Trade unions, moreover, do not set wages unilaterally; they offer proposals 
for negotiations. Historically it has been management’s responsibility to obtain 
a bargain, one which most nearly is adjusted to the economics of the particular 
industry or enterprise. The function of negotiations is to reach such an under- 
standing and, by and large, the American people have approved the results. 


UNION ECONOMIC PROPOSALS CONDITIONED BY INDUSTRY’S PROSPERITY 


Insofar as trade-union proposals are concerned, their objectives have 
been approved and widely accepted by industry and society. Actually, the 
annual disputes on wage issues are focused on a relatively limited range of differ- 
ences despite the public furor raised by the parties and commentators. Prob- 
ably the most significant goal is the acceptance of the principle of annual wage 
increases commensurate with the annual rise in national productivity. This 
approach was incorporated in the formula proposed by the General Motors 
Corp. in 1948 as a part of its demand for a long-term contract and is now widely 
observed. Our national wage movement broadly shows this wide acceptance. 

The second goal is the cost-of-living escalator formula to protect the workers’ 
real wage. This adjustment is now quite generally followed. 
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The third is the principle of the annual wage which has unfortunately been 
converted, thanks to the negotiations at the Ford Motor Co., into a supplementary 
unemployment benefit. The advantages and deficiencies of this program have 
been brought to light in the current recession in that limitation of the funds 
forced reductions and curtailment in benefits. These benefits have proved help- 
ful to the unemployed but are no adequate substitute for the annual wage. 
Unions have, however, also sought to realize the annual wage by proposing more 
holidays and longer vacations with pay, not only for adequate recuperation but 
also for the maintenance of earnings during such periods. 

The fourth is the transfer of the personal risks of employment to the industry. 
Both through legislation and collective bargaining, unions have negotiated for 
insurance programs to be financed by industry against risks of ill health, such 
as illness, medical and hospital care and disability, old age and permanent 
disability, unemployment and death. 

A fifth goal has been the equalization of benefits among all classes of em- 
ployees so that the wage earner might enjoy the fringe and employment benefits 
received by other employees though, of course, the level would be adjusted in 
some instances to the differences in earnings. 

The continuing promotion of these principles has been a constructive force in 
this country. It has made industry aware of the need of continuing research 
in ways of higher productivity. Management has, therefore, insitutionalized its 
research for labor- and capital-saving techniques to offset these advances. Part 
of the progress in productivity is attributable to management's acceptance of this 
responsibility. Concurrently, trade unions have also pressed for the implemen- 
tation of the principles of full employment incorporated in the act of 1946. 

Inasmuch as these objectives have been widely recognized in American indus- 
try, there has been a simultaneous improvement in workers’ attitudes to technical 
change, a critical factor in America’s progress. Never before in the history of 
any nation has there been such widespread acquiescence to innovations and an 
acceptance of the conviction that they will rebound to the benefit of the people 
themselves. Industrial change has been accepted rather than resisted. 


MAJOR ISSUE IN NEGOTIATIONS IS RATE OF WORKER PARTICIPATION IN INDUSTRY’S 
PROFITS 


The acceptance of these principles by American industry and the public has 
truly narrowed the range of debate. The remaining primary source of conten- 
tion is the degree to which the workers shall participate in the especially high 
profits in a particular industry, and the rate at which the above principles shall 
be implemented. 

Union wage proposals in seeking to achieve the goals have primarily derived 
from the state of prosperity of the companies and industries with which they 
deal. In competitive industries such as textiles, garments, shoes, and other soft 
goods, wage and fringe benefits have lagged behind those in the more concen- 
trated branches of the hard-goods manufacturing industries. Competition in 
the former has forced businessmen to pass on the benefits of high productivity 
and lower costs to the consumer. Primarily in periods of business upturn, 
when employers are enjoying favorable conditions, have unions been able to 
obtain higher benefits for workers. In less active periods they have been con- 
strained to wait or secure modest advances. To illustrate this experience we 
may observe the trends as to wages, labor costs, and prices in the nondurable 
goods industries which include many of the above competitive industries. 
Average hourly earnings rose by 66 percent from 1947 through 1958, unit labor 
costs by 9 percent and wholesale prices by 11 percent. 

In contrast to the above has been the experience in the oligopolistically 
structured industries in which there are few competitors and where prices are 
administered relatively freely by employers in accordance with fixed-price for- 
mulas and profit targets such as are employed by the steel industry. Employers 
have invariably been able to press their prices upward beyond the increase 
in labor costs. Witness of this trend is the fact that in the durable goods in- 
dustries as a whole, average hourly earnings rose by 77 percent from 1947 through 
1958, unit labor costs by 13 percent and wholesale prices by 55 percent. The 
excessively high profits enjoyed by these industries remains a constant stimulus 
to ambitious union wage demands. 

The present steel dispute is partly centered about the industry’s determina- 
tion to fix its prices high enough to assure low break-even points, such as about 
35 percent capacity and a return of 20 percent on sales before taxes at 80 percent 
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of capacity, and to deny workers a share in the profits they have earned. Such 
a price policy is currently netting the companies inordinately high profits as 
operations are exceeding 90 percent of capacity. The trade unions have called 
for workers to participate in this bounty. Part of the demands would no doubt 
have been scaled down if the companies had followed the policy laid out in an 
editorial of Life magazine on May 18, 1959, which read as follows: 

“Why don’t steel companies reallocate their expected profits to make room, 
not for a wage boost, and not just for no increase in prices, but for an actual 
price cut? 

“This would do more to halt inflation than any other course. * * * Steel 
productivity is way up. It is an extremely appropriate moment for steel prices 
to reflect this by coming down.” 

The major issue therefore presently confronting the parties in the collective 
bargaining process is how to reconcile the price policies followed by the large 
oligopolistic companies with the realities of the negotiations. So long as these 
larger corporations and industries insist upon the pursuance of present practices 
which insure continuing price rises, minimum recognition of consumer in- 
terests, and extraordinary profits, particularly during periods of high opera- 
tions, there will be a gontinuing irreconcilable conflict between unions and 
management. While the competitive system is unable to enforce or limit returns 
to moderate levels in these industries, there must be other procedures the effect- 
ing this same result. While unusually high profits prevail they will tend to 
incite workers to ask for comparatively higher benefits for themselves over 
and above those laid down in the preceding set of goals. 

The very trade unions’ insistence that workers share in this bounty has been 
a contribution to the discussion of public policy concerning the supervision of 
obligopolistic companies and their practices. Until this group is brought under 
careful periodic surveillance, unions will continue to force the issue of excessive 
profits upon the American people. The industrial dispute is therefore in part 
the byproduct of the Nation’s lassitude in handling the overall problem of 
the pricing, financing and production policies of big business. 


TECHNIQUES FOR MODERATING PROFIT LEVELS IN OLIGOPOLISTIC INDUSTRIES 


Many different approaches have been suggested as appropriate for effectively 
forcing such changes in pricing policies. One proposal calls for the regular re- 
view of the proposed price increases by a Federal Government agency which shall 
subsequently issue its findings on the appropriateness of the boost and the 
soundness of the company’s principles in price determination. If there are to 
be adminitered prices, the guides followed by these companies must be subjected 
to public scrutiny as a furhter restraint on prices in view of the absence of an 
effective market mechanism. This proposal is being considered by congressional 
committees and is worthy of adoption for experimental purposes to determine 
whether it can truly restrain excessively high prics. 

Another proposal has been for annual labor-management conferences to con- 
sider these problems. These meetings would necessarily deal with the issues 
of wages, prices, productivity and profits. The assumption is that if such 
meetings are regularly held on a broad national basis, management might over- 
come its reluctance of discuss business policy with union leaders. They who 
have fought most vigorously against union intervention in the price area as 
relates to the individual company may show a greater willingness to discuss these 
issues for American business as a whole. Until there is such an agreement for 
discussion on these policies and progress made toward reconciling these differ- 
ences and views, it is unlikely that the gap between union and business views on 
these problems will be narrowed. 

The issues with which these groups would have to deal relate to questions 
raised primarily by the behavior of the price-administered, oligopolistic indus- 
tries. Is it appropriate to fix prices in terms of a set profit target for a given 
level of operation? How low may a breakeven point decline without violat- 
ing the public interest? Is 35 percent too low? Shall companies maintain 
prices high enough to finance’ a substantial part or all of their expansion? 
Shall prices be fixed on the basis of a replacement cost formula for capital? 
How shall the accounting system be best designed to reflect the returns to man- 


agement, investor, employee and supplier? How shall they be reported to the 
bargaining representatives? 
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The focal point of any program for increasing labor responsibility in negoti- 
ations is the determination as to how and who is to review and moderate the 
prices and the profit levels of the companies only loosely controlled by the com- 
petitive forces. So long as the public makes no effort to intercede to assure 
more moderate prices and profits in these fields, trade unions will have to relate 
their bargaining proposals to the generous returns enjoyed by these employers. 
Union proposals are derived from the economic state of the employers’ business 
and will continue to be so in our free economy. Exhortation directed at unions 
appears pointless since they are merely reacting to the realities of the corpo- 
rate returns. Should the latter be made less inflationary, unions will trim 
their own proposals accordingly. K 

This review has underscored the complete absence of realism in the charge 
that higher labor rates are responsible for the rise in prices, the source of the 
cost-push. The union proposals are generally derived from the state of pros- 
perity of the individual enterprise or industry. In securing their negotiated 
gains the unions do raise the level of wage rates, but the later determination 
to boost prices to offset or improve on the increase in order to maintain or 
broaden existing margins is a decision in which the union does not participate 
in any wise. Moreover, it is this subsequent price decision which starts the new 
cycle of extraordinary profits, particularly in periods of high operations. By 
breaking this continuing upward spiral by forcing a lower margin, the public 
can forestall the inflationary impact of these movements. If the public pre- 
fers, it can intercede prior to the wage negotiations by securing the reduction 
in prices as suggested by Life magazine and thereby tending to moderate the 
union proposals. 


SYSTEM OF SPECIFIC CONTROLS URGED BY UNIONISTS 


But no program directed solely at moderating these prices set primarily by 
the large oligopolistic corporations is enough to assure more stable general 
price levels. While the products of these companies flow through most channels 
of commerce and into every activity, there are other price complexes which are 
equally crucial to the realization of general stability. No single approach 
through monetary control or review of oligopolistic administered prices will be 
sufficient to restrain rising prices. These programs must be supplemented by a 
list of other techniques. 

We shall enumerate several policies for the purpose of indicating the nature 
and scope of these additional proposals for restraining price rises. Trade union 
interest and concern are not expressed solely through the measures discussed 
around the bargaining table; unions actively participate in the debate on public 
issues and in hearings before legislative and administrative bodies and in 
impressing legislators with the need of adopting measures directed to these ends. 
The trade union program is described adequately only by its totality of proposals. 


A. Administered Government prices 


A substantial proportion of American price complexes is determined by regula- 
tory bodies, governmental agencies or through negotiations with private business 
enterprises. Trade unions have appeared before many bodies to protest their 
formulas which have led to unending rate increases for public utilities. In 
New York City the trade unions aggressively fought the proposals for higher 
fares on the transportation system. At the Federal level, they have objected 
to the luscious prices paid to contractors of military projects. Individual union- 
ists have called for the removal of the restraints on competition imposed in some 
areas such as trucking. Others have endorsed the proposal of a consumers’ 
counsel to represent the consumer interest in all public affairs. 


B. Agricultural prices 


The present farm price programs have resulted in high prices. The consumer 
has had to pay them and in addition, as taxpayers, they have had to finance the 
costly benefits paid to the farmers. The trade-union movement has long sup- 
ported the principle of the Brannan plan which favored financial support to the 
farm families rather than support payments to the large growers. In the field of 
cotton and raw wool the TWUA has advocated a one-price system looking for 
an open market price for these crops with appropriate payments to the small 
farmers. The result would be cheaper fabrics for the consumer and industry. 
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C. Services 


The costs of services have been stepped up at a much higher rate than any 
other section of the consumers’ budget. The prices of materials have risen be- 
cause they are bought from the oligopolistic industries. The cost of labor serv- 
ices have also climbed both for the low-paid service employees and the profes- 
sionals who have exploited their improved bargaining position to hike their 
fees. 

Productivity has not been measurably improved for these services, therefore 
necessitating a higher price level. The writer has proposed the formation of a 
national productivity center for the services to offset these increases in cost to 
achieve a greater stability in prices. 


D. Monetary policy 


Current monetary policy, has proved inadequate to restrain inflationary pres- 
sures or to stimulate recovery. The present system of control reaches primarily 
into the commercial banking field. It cannot control consumer credit or the 
credit and investment policies of nonbanking financial institutions such as life 
insurance companies, savings and loan associations, sales and commercial 
finance companies, mutual savings banks, private pension funds, credit unions, 
other consumer and mortgage finance agencies, and the liquid assets of corpora- 
tions. If monetary policy is to be more effective the central coordinating agency 
to control money credit and debt policy must be able to reach all agencies as 
well as the investment policies of these organizations. Moreover, such an 
agency would be empowered to lower interest rates in areas which have to be 
stimulated even during periods of tight money. 

The writer also believes that if we are to have an effective system of control 
of inflation, Federal agencies should also have the authority for allocating key 
materials such as steel, to restrain accumulated demands and to assure balanced 
use of scarce resources, 

The high interest rates paid by the Government for loans is another serious 
cause for higher prices. The Federal Reserve System has relied on the varia- 
tions in interest rates and has not used its power to increase reserve require- 
ments to control ‘the supply of money and credit, thereby accentuating the 
pressure for higher interest rates. This policy needs careful review, if not 
reversal. Moreover, the practice of the Federal Government to pay high interest 
rates on funds which it borrows from commercial banks which utilize the 
Government’s power to create credit is questionable, partciularly since they 
perform no service for these payments. The Federal Government must consider 
newer methods of financing which will lower the costs of such loans. 

E. Fiscal policy 

If fiscal policy is to serve as a more effective stabilizer and contribute to more 
stable prices, it is not enough to insist upon a balanced budget. As Federal 
expenditures rise, the country should secure the maximum revenues from the 
current rate structure. The elimination of the tax loopholes such as the pre- 
ferential treatment of dividend income, excessive liberality in the handling of 
capital gains, the unwarranted depletion allowance are necessary to achieve 
greater equity and income. 

The Federal Government could make a significant contribution to moderating 
the rise of raw material prices affected by international market conditions by 
selling its stockpile at appropriate times. The release of the copper supply 
would currently keep the price of copper in check. A more liberal quota on 
oil imports would inhibit price increases for gasoline and oil. 

The proposed “fair-trade” bill adopted by the House Commerce Committee, 
opposed by the Federal agencies, labor and consumers, would do more to in- 
crease prices than most of the causes currently discussed. 

A higher volume of foreign trade has been suggested as the means of coun- 
teracting the rising price levels in this country. While the writer has advo- 
cated a safe-guarded level of national production for basic American industries, 
he has always associated this proposal with controls which would prevent any 
protective system from forcing up prices in this country. 


CONCLUSION 


The key groups determining the course of the price levels in this country are 
management, industry, and the Government. In a broad range of areas they 
administer prices rather than follow the levels developed through impersonal 
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market forces. Being delibe rately developed to attain specific end results, they 
should be subject to review by public agencies and the Congress of the United 
States. Trade union wage and benefit aims are now commonly accepted as 
equitable and reasonable. The primary source of controversy stems from the 
differences existing between management and trade unions as to the workers’ 
share of the excessive profits garnered by their particular industries. These 
high earnings result from the price policies followed by these oligopolistie in- 
dustries. To minimize the intensity of the current conflict in this area, it 
would be desirable to moderate the price goals and profit targets adopted by 
these industries and secure lower prices in them. The most reasonable current 
proposal for effecting this end is the administrative review of proposed 
increases. 

To assure a stable price level these Systems should be associated with addi- 
tional controls in affecting other price complexes and monetary and _ fiscal 
policies. Together these programs can help underwrite higher national pro- 
ductivity, more price stability and a more uniform rate of growth. 


[Reprinted from the New York Certified Public Accountant, July 1953] 
FINANCIAL STATEMENTS IN COLLECTIVE BARGAINING 
(By Solomon Barkin) 


It is the trade unionist’s position that financial statements used in collective 
bargaining must be supplemented by special data permitting him to reeal- 
culate corporate income and the benefits and income of the entrepreneurs and 
employees according to his conventions and assumptions. Comparative finan- 
cial experience permits him to make a more mature analysis of enterprise 
problems, while the break-even chart will facilitate discussion and illustrate 
the effect of different assumptions. 


MINIMUM USE IN COLLECTIVE BARGAINING 


Because of the great materiality of a company’s financial experience and re- 
sources to the discussions of union demands on employers, one might have ex- 
pected financial reports to have played a central role in collective bargaining 
in this country. It might have been presumed that management would anxiously 
parade the financial facts in considerable detail before union representatives to 
help them realistically appraise the situation. Certainly such a procedure would 
have coincided with the declared objective of mature bargaining; namely, dis- 
cussion on the basis of agreed-upon facts. 

The experience has been otherwise. Managements have resisted giving unions 
information on their financial operations even when requested. Seldom have 
they offered data beyond that ordinarily available from published sources. The 
more prosperous the enterprise, the less interested has management been in re- 
leasing the detailed information to the bargaining representatives. Even em- 
ployers facing difficulties have not been ready to offer data. The union has had 
to establish its rights through the National Labor Relations Board in cases 
where management has denied union requests because of financial condition. 

Despite the minimum amounts of financial information actually exchanged 
around the bargaining table, the parties are generally aware of the size of the 
profits enjoyed by the enterprise and its economic and financial problems. Unions 
for their part have usually prepared themselves for these conferences with ex- 
tensive information of an economic, industrial and financial nature. For the 
last category, its staffs would have assembled data from various sources such 
as public financial reports, the statements filed with the Securities and Exchange 
Commission and the stock exchange. Where the above are unrewarding, they 
Will resort to financial services, investment houses, credit information agencies, 
summaries of industrywide’ financial experience, and reports by the Bureau of 
Internal Revenue, the Securities and Exchange Commission and the Department 
of Commerce. The trade-union movement has always eyed most enviously the 
Wisconsin income-tax law which opens tax reports in that State to study by 
interested parties. Individual unions have in recent years also bought a nominal 
number of shares in public corporations with which they are negotiating to in- 
sure receipt of annual reports, proxy statements and other company communica- 
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tions to stockholders. The newspapers carry many significant items of news 
concerning developments in corporations which help develop insights into the 
operations of individual corporations. 

But the above information has not been carefully considered in most of the 
negotiations on the terms of labor contracts during recent years, as wage set- 
tlements tended to be well within the range of existing profit margins. Unions 
have therefore not had to supplement the company’s financial reports with care- 
ful criticism of the degree to which the final net income figures understated 
actual returns. If such reports were issued, they were designed more for the 
education of the public than the needs of the collective bargaining sessions. 
Moreover, arbitrators and governmental control agencies guiding wage develop- 
ments during the larger part of the last decade and one-half have uniformly 
minimized consideration of the company’s ability to pay in the formulation of 
wage policy and in passing on the specific merits of union claims. They relied 
on price control, contract renegotiation and taxes to siphon off excess profits. 

During this entire period the pressure for careful, reliable and valid financial 
reports has come primarily from investors, creditors and tax authorities with 
an occasional assist from the trade-union movement. The latter has endorsed 
the Frear bill to extend the numbers of corporations required to register with 
and report to the Securities and Exchange Commission. 

Developments in our industrial structure reinforced the efforts of general 
economic prosperity in minimizing the usefulness of the specific financial state- 
ment in collective bargaining. The public corporate enterprise has grown in size 
and industrial diversity during the last decade. The typical large business 
enterprise now consists of many plants scattered over many communities, States, 
and regions. Their products are in different industries. The financial course 
of the enterprise is more intimately related to overall national economic trends, 
than the specific economics of an individual product or market. 

Collective bargaining has reflected this fact in that wage movements for 
American industry have followed the patterns set by the several large corpora- 
tions, which have agreed on similar formulae. The specific fate of an individual 
plant or sector of these mammoth organizations has not played a critical role 
in the determination of a2 wage and economic agreement. Nor have corporations 
themselves considered it desirable to isolate individual plants or differentiate 
among their components. The prospering divisions have carried the less profit- 
able ones. 

The overall course of our economy has been more relevant to the negotiations 
than the specific economics of an individual product or the differentiated 
financial experience of a particular plant or enterprise. Deviations from na- 
tional wage or benefit patterns have also tended to be uniform for specific seg- 
ments of an industry or an area. Uniform wage adjustments and levels have 
been promoted for competitors, thereby assuring equal treatment. Individual 
companies or plants have therefore accommodated their operations to this frame- 
work and relied on their managerial skills and effectiveness to maintain their 
competitive position. Subsidies to the inefficient through lower wages and fringe 
benefits are becoming less common. The differential financial results of the 
individual company are therefore less material to the collective bargaining 
process. 

If profit margins are considerably narrowed through intense competition and 
irregular operations in the periods ahead, union demands will tend to be ex- 
amined most closely and the financial statements will become more significant 
in bargaining sessions. We already have had such experiences in the case of 
the less fortunate branches, the consumers goods industries, which have not 
shared in the high activity and prosperity enjoyed by the economy as a whole. 
individual companies or sectors of an industry have been hard-pressed. They 
have had to review their financial and cost structures most carefully and have 
learned that these facts must be shared with and reviewed by the union in 
order to find mutually acceptable answers. In such an era the financial state- 
ments become a critical document for consideration of the parties. 


UNION NEEDS IN FINANCIAL STATEMENTS 


The financial statements are one starting point in the examination of a com- 
pany’s claim for its inability to meet union demands. Many other types of infor- 
mation are of course of interest, but the financial statement has the particular 
merit of providing a summary of business experience. But it is quite apparent 
that the general-purpose statements have limited usefulness for collective bargain- 
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ing. They have been primarily prepared to inform the creditor about the com- 
pany’s earning power and its solvency and ability to meet its obligations. The 
investor is able to determine from it whether he is likely to be paid his dividends 
and is given many facts necessary for him to decide whether to invest or sell. 
Management is able, on the basis of these and supplementary statements, to select 
the items to produce. The Government secures special statements to tax, set 
prices, renegotiate contracts or check on compliance with the laws. General 
purpose statements must be supplemented with special data for each particular 
interest. 

These are the union’s primary questions in reviewing financial information: 

1. What were the business profits before and after taxes? 

2. What financial benefits did the entrepreneurial interests, and the employees 
receive? What gains did the enterprise itself retain? 

3. How does the company’s financial experience compare with that of other 
enterprises ? 

4. What is the likely future business course in terms of volume of sales, 
prices and costs? 

5. What are the present and likely future break-even points for the business? 


CORPORATION’S INCOME 


The first question which all groups are interested in having answered is the 
size of the profits. However this is not a simple procedure. The results of 
any calculation will necessarily depend upon the assumptions and procedures 
followed in organizing the information. Unions and employers are not likely 
always to be in agreement upon the individual accounting conventions. Many 
serious controversies have been raging among accountants and between business 
and Government and economists as to the propriety of one or another account- 
ing practice. Fundamentally these procedures, practices and theories reflect 
the businessman’s Own economic and social views and these are likely to differ 
from those possessed by other groups in the community, particularly the 
worker. 

If we are to start from a sound basis there must be a supplementary state- 
ment outlining the principles and procedures followed in the preparation of the 
statement. At a minimum, the explanation should detail the rules followed in 
(1) recognizing revenue and expense for a specific period; (2) valuing in- 
ventory and cost of goods sold; (8) making depreciation charges; (4) handling 
deferred charges and intangible assets; and (5) dealing with nonrecurring 
charges or credits. There should also be a statement on other special practices 
and particularly on deviations from procedures and rules outlined by the Fed- 
eral income tax procedure, the Bulletins of the American Institute of Account- 
ants and the “Concepts and Standards Underlying Corporate Financial State- 
ments,” of the American Accounting Association. 

It is also necessary to stress that a single net earnings figure will have as 
little significance in collective bargaining as it has for any other purposes. The 
current tendency to expand the items in the printed report and include in the 
latter document supplementary statements, is indicative of the need for such 
information. These additional data have become more common as manageinent 
has attempted to promote its specific views on the modesty of its income. It 
has, therefore, added statements on the replacement costs of the current assets 
to highlight its belief in the conservatism of depreciation charges. Current 
accounting practice also dictates supplementary statements on unfunded pen- 
sion obligations. For collective bargaining purposes other supplementary state- 
ments will be required. 

In reviewing financial statements, a trade unionist is likely to look askance on 
many current accounting practices. Fundamentally, he shall insist upon close 
adherence to an actual cost or income accounting. Any procedure which permits 
the accountant to modify or alter an entry, to adjust it to an outside cost or 
income figure will be looked upon suspiciously. It opens the accounts to manipu- 
lation and possible loss of integrity. The basic rule for the trade unionists is 
that no figures should be substituted for values actually incurred. A business 
is interested in returns on money investments either in fixed assets or working 
eapital. They are made in current monetary designations. Gains and losses 
are made in terms of these dollar values. Sales which net gains over actual 
costs are known as profits and those which net less than costs are losses. A 
business executive may wish to evaluate the financial results in terms of other 
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current developments, but such appraisals must not be mistaken for an account- 
ing of an actual transaction. 

The above position will shape the unionist’s attitudes respecting innovations 
in accounting procedure currently urged by management spokesmen. Neces- 
sarily he is likely to disapprove of the last-in-first-out method of inventory 
evaluation even though it has been approved by the Federal Bureau of Internal 
Revenue. It substitutes replacement costs of goods sold for actual costs. It 
may help smooth out income. But its ultimate result in our current era is to 
reduce the corporation’s calculated income and thereby reduce profits. The 
unionist feels that adjustments should be effected and reserves set up through 
allocation of reserve or surplus accounts. 

Again, as to the current proposals to revalue assets in terms of current prices 
for the calculation of depreciation charges, trade unionists have been most 
critical. As a member of the Study Group on Business Income I disapproved 
of the recommendations, though I had no objection to management preparing 
supplementary statements reflecting its views. 

This proposed accounting procedure is essentially inequitable and favors the 
owners of assets in large public corporations to the disadvantage of other groups 
in society, particuiarly persons holding financial assets or paying for services 
rendered or products made by these older capital goods. The unearned gains 
should not be captured by one economic group. Moreover, the gains and losses 
of every business transaction are real in a financial sense. Our community 
recognizes dollar values as real. Adjustments of these values for analytical 
purposes do not justify changing our form of financial reporting. Financial 
transactions are recorded in terms of current dollars. Any such innovation 
would merely compound the confusion now prevailing in financial reporting 
which has made all wary. The accounting profession has not accepted these 
proposals for adjusting corporate business accounts to the changes in the price 
level. 

Another proposal which will get little if any trade union support is that of 
allowing the management to select its own period and method of allocating de- 
preciation charges on equipment. It is urged that this procedure will stimulate 
the purchase of new capifal equipment without an ultimate loss of revenue. But 
the immediate loss of revenue may be so huge that the Federal Government will 
not be able to afford such a procedure. Nor is the adoption of the proposed 
formulas associated with any guarantee of the purchase of new equipment. The 
proposal would accentuate a trend already strongly present in our society for 
the self-financing of expansion by larger organizations. The result would be to 
shift the tax burden from the corporation to the individual without a compensat- 
ing reduction in prices. 

Another -section of the financial statement which trade unionists examine 
most closely is the assignment of costs to repairs and maintenance. During 
periods of physical expansion or modernization of equipment, many costs are 
charged to current expense which may be more properly capitalized. While the 
significance of this item may vary, its total amount is most significant and may, 
in individual concerns, seriously affect the final income figure. The Bureau of 
Internal Revenue reports the total amount charged by corporations to repairs 
in 1949 as $31 billion. 

Among the current accounting and business practices called into question by 
the trade unionists is the inclination of business enterprises to increase their 
donations and contributions to charitable and other philanthropic causes. No 
union is against such gifts, but they are not appropriate charges on the cost 
of production. If they are to be granted they should be deductions from surplus. 
No worker wants his increase in wages to be held back because the management 
wants to be generous to an outside cause or to build up its prestige and control 
of public and community agencies. The contributions are increasing business 
control over our public institutions and in some instances they have been used 
in the conflict situations against trade unions. Moreover, these contributions are 
substantially reducing corporation tax payments and thereby shifting the tax bur- 
den onto individual income. 

The determination of a corporation’s profit is affected by these and other ac- 
counting practices on which there will be differences between trade unionists and 
the business community. To the extent that they exist, they produce varying 
evalaations of the corporation’s statements, claims, and position. The trade 
unionist would prefer being able to recalculate the corporation’s statement ac- 
cording to his views. It is for this reason, that it would petition for detailed 
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supplementary statements necessary for such recalculations. The presenta- 
tion of the differing statements can properly define the magnitude of their dif- 
ferences and thereby assist the parties in accommodating their views. 


INCOME AND BENEFITS OF ENTREPRENEURS AND EMPLOYEES 


In examining the distribution of income of an enterprise, the trade 
unionist may distinguish three separate groups: the entrepreneurial, the em- 
ployee and the enterprise. He is particularly interested in determining his 
income aS compared with that of the other groups, but the modern systems 
of accounting are not set up for easy determination of these facts. Many 
items of group income such as interest or management’s salaries, or workers’ 
wages are included as costs. It is most important that business accountants 
study the union’s interests in this area most closely so that they reassemble 
their data for this special type of accounting. 

The first major beneficiary is the entrepreneurial group. It embraces the 
owner-operator interests. In our complicated corporate world, these functions 
have been specialized and distributed among many persons, but the group is 
distinctive. Its members represent the property and managerial claims on the 
enterprise. It may be conveniently divided into four segments: the investor, 
the creditor, the manager, and the director. Their total income and benefits 
comprise entrepreneurial income. 

To determine their income and benefits, a special supplementary analysis 
will be necessary. As for the investor, his income and benefits are clearly de- 
fined as dividends and capital gains, The second group, including creditors 
and bondholders, receive their benefits primarily in the form of interest pay- 
ments and rights to other benefits. The management of course receives its com- 
pensation in the form of salaries, bonuses, stock options, and a miscellaneous 
list of other awards in the form of expense allowances, life insurance, medical 
benefits, home facilities, discount privileges, educational advantages and delayed 
compensation. The directors also are rewarded through fees and other priv- 
ileges. 

A significant factor in the calculation of entrepreneurial income is the less 
obvious benefits obtained through control or direction or association with the 
enterprise. Some individuals control several “independent” corporations and 
shift income from one to another through a series of so-called arm’s length re- 
lationships which minimize taxes. The income diverted to these other busi- 
nesses must be consolidated with the enterprise for true evaluation of benefits. 
The same problem arises in connection with the unconsolidated corporations of 
a larger business enterprise. While they are legally separate, their earnings 
and the rewards to the entrepreneurial group must be included in the final 
calculations. Similarly, one must consider and find a way of integrating into 
this allocation all income received by directors, management or investors through 
their association with the particular enterprise. Frequently, service with a 
business is largely rewarded by contracts, business opportunities and advan- 
tages in bidding. While the money value may be difficult to assign, they are 
distinct benefits. 

The sum total of all of these benefits must be considered as one. 

The second major group consists of employees. These are composed of 
supervision and professional personnel and the many component groups among 
the production workers. Their proper division is dependent upon the particular 
bargaining units developed for a given enterprise. The record of the income 
and benefits for each group separately, and all groups together, would be of 
special value. The income received by each person is clearly disclosed in the 
accounts as they are definite costs to the enterprise and can therefore be tabulated. 

Unfortunately for present purposes, accounting systems are not always set 
up for the above separate calculation, as payments to employees may be scat- 
tered over diverse accounts. Records have not been established to ascertain 
income and benefits received by individual groups of employees. It is a 
method of accounting not yet firmly established but essential to deriving facts 
for collective bargaining. 

The third beneficiary group is the enterprise itself. It is essential to deter- 
mine at the end of each period the gains secured by the enterprise, either 
through expenditures or increased financial resources. How much had been 
spent for the enterprise? How much remains in liquid form available for work- 
ing capital and future use? 
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The above types of analysis must become a permanent part of current ac- 
counting systems to make these facts available to the parties for collective 
bargaining. They will require many technical innovations. Many questions not 
previously faced in accounting will arise, but they have to be answered and the 
conventions and practices most likely to serve must be developed. 


COMPARATIVE FINANCIAL EXPERIENCE 


Detailed analysis of the finances of a specific company almost inevitably 
leads to interest in comparative business experience. If an individual enter- 
prise desires to deviate from a prevailing pattern or the leader in an industry 
presses for a smaller wage increase than is common throughout the economy, 
consideration is immediately focused on the special reasons for the relatively 
less favorable fortunes. Unions will therefore promptly weigh the peculiarities 
of the enterprise or group of enterprises. 

While the financial reports can seldom provide the full insight, they can serve 
as a fruitful basis for interesting analysis. They are likely to focus on com- 
parative level of sales, cost of manufacture, products, management policies, 
investment practices, merchandising programs, advertising policies, designing 
problems, management overhead, expenditures, competency, and the host of 
other aspects of an individual business. 

As individual companies present these challenges to unions, they are likely to 
be faced with inquisitive persons eager to get at the root of the troubles and 
comparatively unfavorable experience. They are prepared to bring in their own 
experts to help formulate their program and alternative suggestions to the man- 
agement. Differential treatment on wages or fringe benefits is not the accepted 
method of meeting the peculiar problems of enterprise. Management must ex- 
pect the trade union to insist that the first remedy be improvements in manage- 
ment’s own performance. The financial statement will be the starting point for 
this task and employers must be ready to unfold the pertinent facts. 


FORECAST OF FUTURE BUSINESS TRENDS 


No financial statement is sufficient unto itself to determine the appropriate 
course of action or policy even with respect to wage policy. The experience for 
one period may be atypical. In specific industries with many intermediate steps 
in the process of distribution between the producer and the consumer, with op- 
portunities for inventory accumulation or depletion at each stage, a regular 
short-term business cycle is common. No period can be appraised independently 
of this cycle. Long-term trends affecting product and process must be evaluated 
to make mature judgments. Supplementary judgments on general business con- 
ditions, raw material and other costs; product, prices, future economies, op- 
portunities for innovation are material to and will be considered in arriving at 
any final judgments. Obviously the more formally these forecasts are made and 
recorded the easier is it for the bargaining parties to consider them and to assess 
their validity. 

BREAK-EVEN POINTS 


A summary of the analysis of the financial experience and the projections can 
be presented through the break-even point chart. Such techniques have been 
advanced for other purposes. It is particularly useful in graphically outlining 
past experience and illustrating the impact of various projections and forecasts 
and the influence of such factors as level of operations, economies of operation, 
changing prices and developments in particular market areas. Through this 
analytical tool the differences in views can be carefully expressed and the ac- 
commodation of interests thereby facilitated. 


CONCLUSION 


Financial statements have played a minor role in collective bargaining in a 
period when profits were impressive, companies were expanding, or the cost of 
wage and fringe settlements was passed on to the consumer. The negotiations 
’ were carried on in the full knowledge of the prevailing economic circumstances. 
Neither management nor unions was pressed to examine financial experience 
closely. During this era unions eyed the corporate reports most suspiciously. 
Periodically they announced their criticism of specific current practices. They 
have been particularly vocal on proposed innovations in accounting procedure 
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and have opposed suggestions for adjusting real costs and income to meet re- 
placement costs or reducing net income by other accounting techniques designed 
to lower corporate tax burdens. In specific proceedings before public bodies or 
in the case of public controversy over labor demands, unions have offered more 
detailed criticism of financial statements. However, the overall inclination of 
public authorities and representatives to avoid detailed analysis has also re- 
strained labor’s studies of these materials. Nevertheless, interest has continued. 

As management makes greater use of financial statements to justify its posi- 
tions in collective bargaining, more attention will be focused upon them. As 
presently prepared, they are inadequate for collective bargaining purposes. They 
must be supplemented with data which will answer the questions raised in col- 
lective bargaining and enable the trade unionist to make such recalculations of 
the business experience as he might find necessary. 

The accountant can preserve his professional function by applying his skills 
toward developing systems of accounts serving these needs as he has developed 
them for the other groups, such as the creditor, investor, manager and corpora- 
tion director. The article outlines the specific accounting information required 
for collective bargaining. 


[Reprinted from Michigan State University “Business Topics” ] 
THE FUNCTION OF MANAGEMENT 
(By Solomon Barkin) 


ADMINISTRATION, BARGAINING, AND TRUSTEESHIP 


Management attitudes, objectives, procedures, and techniques are undergoing 
vast changes. Many forces are operating on management. The number of per- 
sons performing its functions has multiplied. The systematization of knowl- 
edge about the arts and sciences of management in the collegiate institutions 
has subjected it to the analysis of academic theorists. Many basic assumptions 
have been questioned, such as the reliance on the model of the economic man as 
the point of reference for policy determination. The nature of the public re- 
sponsibilities of American business has received more and more attention as the 
business teaching institutions have begun to define their broader purpose of 
preparing leaders for the American economic community. The expanding influ- 
ence and power of the business enterprise have prompted others to inquire into 
the soundness of the present administrative and power structures. 

To the latter the question is this: How can our economy best discharge its 
functions in view of the growing importance of the large, organized economic 
power centers? We can no longer rely on the impersonal free market. It is 
neither impersonal nor free where large economic units dominate it. Decisions 
are deliberate and purposeful. The results themselves may not be wholly in the 
public interest. They may produce inflation, retard growth, create autocracies, 
and cause waste. The question necessarily suggests itself: How can we best 
alter the structure of business government to continue our private decentralized 
economy and yet improve its effectiveness, assure a greater balance of power, 
and promote public objectives and goals? 

The issues are most pressing in the fields of labor-management relations and 
business policy on prices, production, and finance. We are weighed down by 
outmoded myths about management’s position in both sectors. It is therefore 
timely for us to explore new approaches to these older problems. 


THEORY OF A UNITARY AUTHORITY 


Managerial personnel philosophies and practices in this country rest on the 
belief in a managerial autocracy rather than an industrial democracy. In the 
literature on industrial organization and personnel direction, top management 
is recognized as the ultimate source of decisions. It may delegate power or 
decentralize areas of authority but it must not share this power. Two-way 
communications may replace one-way downward communication, with the orders 
coming from the uppermost echelons. But there is no other source of authority 
than top management. 

The origin of this concept is easy to identify. It derives from the premise 
that the right to give orders within the business enterprise originates with 
ownership. To eliminate all doubts about the legitimacy of this concept of 
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unitary power, management has from the earliest days of the current era of 
collective bargaining insisted upon contract clauses preserving its “management 
prerogatives.” These are carefully spelled out in contracts. Management con- 
stantly urges the public and arbitrators to support its rights which they argue 
are essential to the preservation of private enterprise and to economic efficiency 
and progress. 
Place of the union 

This system of unitary power pervades all thinking in management circles. 
It permits no real place for the trade union. Actually, unions are visualized 
as outside the plant and business society. Employers who have acquiesced in 
collective bargaining have done so without integrating it into their logic system. 
This continuing failure to provide an adequate formally-acknowledged positive 
function for trade unions in our industrial organization is an unending source 
of strife. It explains the prevailing dichotomy of employers maintaining “satis- 
factory” union-management relations in their plants and yet leading or con- 
tributing financially to outspoken anti-union agencies and bidding their time 
until unions are destroyed. 


Accommodation of interests 


So long as this attitude prevails, it is understandable that antiunionism will 
remain the dominant tone of industrial opinion. The union and collective 
bargaining process are foreign to these managements. Where economic pres- 
sures force acceptance of unions, employers begrudgingly acquiesce in their 
continued existence. Some of them retreat to the theory of local management 
autonomy and responsibility for labor-management relations to justify resist- 
ance if not outright opposition to unions. In any event they try to make the 
best of a poor bargain; they adjust themselves to an uneasy truce. This is now 
called accommodation of interests. It is a form of coexistence for which em- 
ployers have hardly developed an adequate rationalization. A cold war between 
employer and union often prevails as the competitive struggle continues. 

No significant effort has been made by management in this country to come to 
terms with the challenge of evolving a system of coordinate industrial authority. 
Examples of constructive labor-management relations are isolated. While we 
lack this alternative the brutal conflict over authority continues; large, costly 
strikes are our principal method of resolving differences on economic policy in 
our private economy short of Government intervention. An uneasiness persists 
about the future of our industrial system. This study will not deal with the 
types of national consultation of economic interests needed to supplement cor- 
porate agencies. 

TERMS FOR CONDUCT 


The facts of life have progressed far beyond management's theories and 
myths. The powers of ownership have been severely limited and their choices 
have been restricted. More important for the long run, the very objectives of 
the business enterprise have been broadened. As a result, the goals considered 
in the decision-making process have changed. Short-term profit stands along- 
side of such other objectives as business growth, technological and managerial 
progressiveness and the perpetuation of the enterprise itself. 

The Government is now an important force in shaping business decisions. 
General laws, special regulations, and systems of penalties and incentives de- 
veloped by Government affect policies and conduct. They reach into the most 
abstract areas of business policy such as the type of product, the channels of 
merchandising, commercial practices, labor relations, methods of financing, costs 
of money, size of the market and stability of demand. 

Voluntary codes and rules have also of course been developed formally and 
informally within the business community itself. The former are prescribed for 
and the latter are agreed to or accepted by the business enterprise. American 
management leaders have done much to elaborate and formalize the nature of 
the public responsibilities of business and to pressure individual business con- 
cerns to pay seme heed to them in their public presentation. The image of a 
beneficient business enterprise is seriously promoted in this country. 

The theory of unitary power has been most directly challenged by the collec- 
tive bargaining process. In the old craft industries such as printing and build- 
ing, working rules are developed unilaterally by the union and enforced by 
its economic power. Elsewhere they are developed jointly in the collective 
agreement through the balance of economic power. 
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The two power centers, each seeking to control the policymaking functions, 
are brought together through the contract. The contest is a continuing one, 
though friction is minimized and channelized for the period of the agreement. 
During its term differences are likely to be resolved through arbitration in most 
cases enforceable in the courts. 

Collective bargaining, though enjoying an uneasy place within management's 
logic system and organization structure, is well established as an American 
institution. It prevails over a wide industrial base in private industry. Public 
authorities and even nonprofit institutions are gradually accepting the collective 
bargaining pattern as necessary to a democratic society. Decisions and policies 
affecting employees are being formally developed with their spokesmen. As the 
area covered by negotiated agreements broadens, management in these fields, 
public and quasi-public, will, like those in private industry, have to face up to 
the full implications of this coordinate power center. A new theory of man- 
agerial responsibility will have to encompass these sectors as well as private 
industry. 

Labor agreements set forth a growing variety of terms of employment and 
instruct management on methods, rules, and principles of performance which 
limit its choices. They have also added new goals to govern the enterprise. 
Fundamentally they belie the theory of the unitary source of power in the enter- 
prise; the authority is shared by management with the union. 

The areas of business operation governed by the collective agreement vary in 
scope. The subjects of control depend upon the relative power of management 
and union, labor’s interests in a particular economic area, and, significantly, the 
industry’s or management’s effectiveness in meeting business problems. Where 
the industry or business is not satisfying the prevailing economic expectations 
among workers, unions are apt to seek to extend the areas of business practice 
regulated by the agreement. Moreover, where business troubles stem from a 
chaotic business organization within an industry, unions will be particularly 
prone to fight for industrywide bargaining and contracts. Collective agree- 
ments in various areas now intimately govern business practices such as manu- 
facturer-contractor relationships, subcontracting practices, the allocation of 
work among shops, numbers of shifts, hours of operation, use of employee in- 
ventions, and other details. 

Unwritten agreements 

Such intimate limitations on employer rights did not originate with the sign- 
ing of the union contract. Working agreements, understandings, and arrange- 
ments on the work floor existed from the earliest days of the industrial system. 
They were, in fact, often unilaterally imposed by workers, with neither the 
formal nor informal consent of management. In recent years these agreements 
often have taken the form of verbal pacts between the shop steward and the 
foreman to assure mutual cooperation on the production floor. They are ac- 
tually vital to an effective operating organization, but their prevalence has been 
inadequately reported and their influence is hardly appreciated. Only intimate 
study of the unwritten and informal laws of the specific plant will bring them 
to light and assign them the importance they deserve. Their existence is often 
unknown to the front office and is revealed primarily when formal, plantwide 
rules or contracts cross these local practices and codes. Since they do not fall 
readily into the neat theories of a unitary source of authority, management has 
frequently denied their very existence. But they are as real as the informal 
chains of command which make a mockery of formal organization charts. 
Management has found workers and unions defending these unwritten laws even 
more intensely than the official contract provisions. Many of the so-called work 
rules developed out of these understandings. 


New standards 


Collective bargaining has contributed substantially to the formulation of new 
enterprise goals, to progressive technology and management, and to perpetuity 
and growth. Unions also seek to enforce a number of new standards upon 
management which vitally affect the business enterprise and are designed to 
advance employee interests. First is the maintenance of a high level of rising 
productivity with which to finance the annual productivity wage factor. Sec- 
ond is stabilized employment to reduce the cost of supplementary unemploy- 
ment benefits. Third is the transfer of personal costs of employees to the busi- 
ness system through the fringe benefit program. Fourth is the orderly intro- 
duction of technological changes to minimize displacement of employees. Fifth 
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is a hiring policy which opens up employment to a cross section of the com- 
munity including members of minority and disfranchised groups. Finally, 
unions promote the acceptance of a number of principles in wage and benefit 
policy, such as the maintenance of real earnings through cost-of-living adjust- 
ments, the elimination of class differences in types of benefits among employees 
and the eradication of substandard wages and working conditions and con- 
formance to industry standards. 

These developments flowing from governmental action, voluntary business 
codes and collective bargaining point forcefully to the need of overhauling the 
theory of unitary power as a rationalization for management’s position. But 
the urgency of such a reorganization is even more strongly impressed upon us 
when we take cognizance of the major changes in the corporate structure itself. 


CHANGES IN STRUCTURE 


We have become increasingly aware of the great separation between owner- 
ship and management. The latter no longer owns the business enterprise. This 
fact is clearly exemplified in the large, publicly owned corporation. Frequently 
the managements own no stock in their enterprise or have acquired such an 
interest only through ar attractive and lucrative stock option program. 

The stewards of fortunes have become independent of the purses which placed 
them in their seats of power. They are ideologically and politically allied with 
the owners but have in fact become separated from them. They have inherited 
or usurped power over vast fortunes by virtue of their possession of political 
rights within the corporations rather than through any rights of ownership. 
Only a facade of delegation of power by stockholders thinly hides this arroga- 
tion. 


The role of ownership 


The divergence between ownership and management has become so marked 
that management, in this day and age, can be said actually to be hiring capital. 
It invites investment on the basis of confidence in its ability to produce certain 
returns and long-term growth in basic corporate values. Those who invest 
speculate on the management and its effectiveness. The role of ownership is 
relatively insignificant. At best, the stockholder can join minority movements 
or unite with speculators, intent on exploiting the adversities of a corporation. 
Otherwise, the stockholder is kept inadequately informed, has purely nominal 
rights of inquiry, is too dispersed to organize and lacks resources or an agency 
for checking manageemnt’s performance. Management is increasingly becoming 
a self-perpetuating oligarchy, maintaining power by its possession of it and by 
skillful manipulation of the corporate organizations in relation to management 
persons similarly situated in other large corporations. 


No checks on management 


No group is now charged fully with the authority, or granted the facilities 
or responsibility, to check on management and its performance. Modern 
American corporate management can devise policies on operations, products 
development, investment, prices and levels of operations according to its judg- 
ment with relatively little interference. Many question the wisdom of its pric- 
ing policies but there is no way to review or challenge them, except possibly 
through the government. Certainly the open market has lost its ability inti- 
mately and precisely to influence corporate decisions in those economic sectors 
where a few large businesses dominate the field. With modern management 
insisting on financing its own capital expenditures, the capital market is not 
in a position to pass judgment on its course. The financial community might 
have determined that expansion of the automobile industry in 1956-57 was a 
poor risk but the capital market had no opportunity to stop it. Management 
relied almost exclusively on its own funds. 

The managerial oligarchy has developed into an autocracy quite independent 
of the outside world. Competition affects its behavior only very incidentally 
and only at the outer limits of a broad range of choices. Competition from 
similar products is usually limited to a handful of companies. Most of them 
follow comparable competitive policies and avoid price-cutting. The major 
contest involves the originality and skill of their respective advertising agencies. 
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Abuses of power 

The evidence of this power is most poignantly illustrated by the performance 
of men who have abused this position and subverted the institution to their own 
personal interests with complete immunity, since their stewardship cannot 
truly be tested. Instead of serving the enterprise, they have made the business 
promote their interests. They have submerged the concept of service and identi- 
fied the enterprise with their own personal interests, as if the publicly owned 
corporation were truly a private business. 

A recent illustration of this development is provided by two presidents and 
the directors of the American Woolen Co. The prime goals of the presidents 
were simple—to assure themselves adequate salaries and retirement benefits. 
The last president also arranged personal deals for his own enrichment; the 
bonding company later had to repay the corporation substantial sums, running 
into six figures. Finally, having achieved the desired goal, the directors ar- 
ranged to sell the corporation to an outside interest which liquidated it. The 
directors and the purchasers were the true beneficiaries of this transaction. 

Many current illsutrations may be offered of speculators who have cannibalized 
corporations in their drive to create personal financial empires. Some of these 
corporations collapsed, destroying sound ventures. Others continue in existence 
through their success in manipulating the finances of a motley assortment of 
enterprises assembled under the old corporate title. 

Finally, the practice of granting stock options to corporation executives tends 
to focus their interest upon boosting the price of the stock rather than conduct- 
ing a sound business. Policies which may depress stock prices—such as a cut 
in the selling price of the commodity produced—are rejected. Some analysts 
have seen this motivation in the 1959 steel strike. In their view, strike talk 
by steel management encouraged other industries to build up steel inventories, 
inducing abnormal prestrike demand, record earnings and thus higher stock 
prices. Then, by holding off a settlement until these inventories were depleted, 
management hoped for another abnormal surge in demand, earnings and stock 
prices. 

The concentration of authority in management, as outlined above, is a solid 
reality built upon a rickety foundation. It is easy to see how it arose naturally— 
and perhaps inevitably—from the revolution in our industrial structure, which 
eliminated the old alternative of owner-management. But while this authority 
is asserted today in the name of ownership, it has no genuine basis in ownership. 





Need for reevaluation 

Our primary concern is that management has developed a unique position of 
authority which is subject to few immediate checks or even periodic review by 
the people who have a stake in the corporation. This authority rests on a theory 
of ownership which does not square with the facts. Despite these developments, 
few men of business are wrestling with the challenge of finding a method of 
choosing industrial leadership which will assure dedication to the enterprise as a 
whole and a procedure for providing a full and continuing audit and review of 
management’s performance. At this time when big business is occupying an in- 
creasingly critical role in our society, its leaders and theorists have hardly dealt 
with this important aspect of the responsible public corporation. 

The unitary authority is, moreover, exercised rather peremptorily within the 
organization. The management prescribes rules of conduct and policies for all. 
There is no assurance that it will consider new ideas, values or programs. No 
matter what the opinions may be, or what evidence may be submitted, manage- 
ment continues to use this authority according to its own will. 

Recent movements for decentralization or the use of middle management are 
only variants on the concentration of authority. They permit the lower echelons 
broader rights of recommendation or areas of discretion, but the delegation is 
temporary and subject to review. The real controls remain with top manage- 
ment. 

As we have seen, the established rationalization for management’s power— 
i.e., that it represents ownership—is no longer in accordance with the facts, and 
is shaken even in theory when the power is abused for the personal gain of those 
who wield it. The further supposition that boards of directors can be relied 
upon to check management’s performance also collapses under scrutiny. The 
directors of large public corporations often consist of persons chosen by manage- 
ment or closely allied with it. In any event, the directors’ primary concern 
frequently goes little further than the immediate interests of the stockholders. 
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Few have the independence, the facilities or the competence to develop adequate 
criteria of management performance in the broader terms of the interests of the 
public, the general business community, labor, and the like. In sum, the present 
government of big business enterprise needs reevaluation from a new approach 
that coincides with the realities of the power centers and the public interest in 
the enterprise itself. 

THE TRUSTEE OF INTERESTS 


Management's authority rests on a minority claim of ownership, and its politi- 
cal power is established through appeals for proxies among a widely dispersed 
stockholder class, which is often inadequately informed about the corporation’s 
policies and performance except as gleaned from the management's financial 
statements. If this state of affairs is unsatisfactory and should be revised, 
consideration must also be given in any new appraisal of alternatives to other 
developments in the nature of the enterprise and its objectives which might in- 
fluence the ultimate form of corporate organization . 

Annual profits, as now calculated, are in themselves no longer an adequate 
criterion of performance. Even so management-oriented a writer as Peter 
Drucker has emphasized this conclusion. There are other criteria for good per- 
formance than high profits. These are often prescribed by the community. High 
profits which result from inordinately high prices and monopolistic practices are 
adverse to the public interest. Business enterprises which do not share the 
benefits of their efficiencies with either labor or the community, or with both, are 
exploiting their monopolistic positions. 

The enterprise is truly a public economic institution, employing scarce human 
capital and natural resources. It must use them as efficiently as possible, con- 
sistent with the requirements of a competitive Open-price market system. They 
must also be employed in a manner to preserve the quality of these resources, 
as in the case of labor and natural resources, and promote their interests, as in 
the case of labor. Management's responsibility, therefore, is to satisfy these 
economic criteria. Profits made at the expense of our resources violate the 
Nation's interests and are improper and unconscionable. 

Minagement carries the-important responsibility of helping the Government 
implement its declared national policy of “promoting Maximum employment, 
production and purchasing power.” 

Management bargains with sellers or owners of labor and natural resources. 
It must bargain with them in the light of other enterprise goals such as profits, 
the perpetuation of the enterprise and its growth, bearing in mind public goals 
such as conservation of resources, high levels of income distribution and greater 
efficiency. The more fully these goals are translated into specific costs, the 
easier it is for management to take account of them. 

In performing its current coordinating function, management is bargaining 
with the factors of production. The owners of these resources represent them- 
selves in such negotiations with management. They seek terms on the price 
and methods of utilization to advance their interests and to assure the operation 
of the enterprise according to their own views. Management must bargain with 
them in terms of the goals and well-being of the enterprise. 

The prevailing theory of unitary authority is at odds with these facts of our 
evolving society. First, the source of that authority is uncertain. Second, 
management does not operate freely according to its own notions of freedom. 
Its rules and standards for performance are prescribed by law custom and 
countervailing economic powers. Criteria for successful business achievement 
are the product of many forces and are constantly changing. Profit at the 
expense of the community is decried. Resources must not be abused. Public 
economic objectives must be advanced. Moreover management must negotiate 
or bargain with the factors of production. It coordinates the use of resources 
and employs them on terms prescribed in the bargain or contract; the products 
or services are sold on terms developed with the buyer. 

Management therefore administers a system of negotiations with suppliers 
of materials and services on the one hand, and buyers of products or services 
on the other. In so doing it must seek to advance not merely its own interests 
but the interests of the other factors in the enterprise—investors employees 

-and the enterprise itself. It is the trustee of these three interests. 

Moreover, in achieving is present size and economic importance, the large 
public corporation has acquired public responsibilities. As management has 
become an entity in itself, replacing the owner-management of the previous 
era, it has fallen heir to these responsibilities as well. It must not only promote 





UNEMPLOYMENT ACT AMENDMENTS 317 


the interests of all factors in the enterprise, but reconcile them with the public 
interest. 


UNREALISTIC PRACTICES 


This description of the reality of our business society suggests why the 
current “human relations” personnel practices are essentially unrealistic. They 
are designed to woo the employee to accept management’s logic and values. 
They assume the existence of a unitary authority. To advance one group in 
the enterprise the interests of the others are to be subverted. 

The “human relations” school of personnel policy recognizes the existence 
of an independent logic and value system among each group of employees. Hav- 
ing posited this proposition, it sets for itself the task of developing techniques 
for getting employees to accept or acquiesce in top management values and to 
subordinate or submerge their own. Its ultimate aim has been to make manage- 
ment’s views of the enterprise and its goals dominant and pervasive. To this 
end, hiring, discharge and layoff policies, personnel counseling, communications, 
and group participation practices have been employed. But they have been 
effective only where the employer’s fiat was reinforced with the power to dis- 
charge, and to penalize without adequate recourse or defense by the employee. 
In such cases the sophisticated procedures are actually unnecessary to the 
attainment of the goal. They simply clothe sheer economic power with a super- 
ficial appearance of humaneness. In strongly organized plants these techniques 
serve primarily for routine production directions and to present management’s 
point of view on issues where it differs from those held by the union. 

What has interfered with the operating effectiveness of these tools is their 
failure to make a place for the continued existence of independent views and 
logie systems. Their objective is to submerge employee attitudes and subordinate 
employee logics to management’s. They do not accept the conclusion that this 
goal is neither legitimate or achievable. Outside groups are eyed suspiciously, 
and unions are condemned if they appear to be interfering or expressing inde- 
pendent concepts. The proponents of this personnel philosophy cannot make 
peace with the existence of these independent groups. 

But each factor of production continues to bargain independently. They 
continue to organize themselves better to negotiate for their price or protect 
their views of the enterprise. Creditors do so, as do suppliers of capital, and 
so do workers. In internal management battles, the respective sides attempt 
to justify their views as those which best conform to the interests of the enter- 
prise or the investors or the specific group to whom they appeal. 


The union’s response 


Obviously, unions confronted by a management which presses its views 
strongly are likely to respond in kind. They will carry on propaganda cam- 
paigns to counterbalance management’s offensive. Their efforts may be executed 
through the grapevine, union meeting, printed word, or some other way. In 
any event, unions will insist on being heard. Moreover, they are likely to carry 
a predominant weight among organized workers. 

Quite independently of the substantive differences in values, unions have ob- 
jected to the use of manipulative techniques. They have insisted upon real 
discussion between the parties on all issues—not merely forward communication, 
but two-way communication, free exchange with both workers and unions en- 
joying the same right as management to initiate proposals. And, most im- 
portant, in this system differences are settled through negotiations, arbitration, 
or economic contest. 

The efforts to develop special ties which accent enterprise identity have 
lost much of their significance with the wide extension of worker benefits 
throughout the industrial system. Moreover, workers commonly resent manage- 
ment’s intrusion into their personal lives and attempts to foster excessive 
identification with the enterprise. The separation of job from personal life 
is an important part of the scheme of current American values. 


Obsolete policies 


This entire “human relations” program has also been criticized as being at 
variance with the spirit in which American management must conduct itself. 
Basically, public support for the Labor Relations Aet is derived from the belief 
that autocracy must not prevail in industry and that a fair bargaining relation- 
ship should be created by labor and management. Obviously, forceful imposi- 
tion or manipulative persuasion are not consonant with these views. Therefore 
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the prevailing public attitude has questioned these techniques as not truly 
helping to develop a meeting of the minds. 

Since the “human relations” personnel policy is obsolete and most frequently 
unstable in a free environment, the grave question is what relationship shall 
exist between top management and the worker. Individual bargains are inade- 
quate except in the case of a completely tight labor market where individuals 
‘an effectively use mobility as a bargaining leverage. And they leave a struc- 
tural void. Management’s unitary policies will be erratic as they cannot be 
checked or subjected to review. They are only stable if they are formalized 
through agreements between employee and employer. Collective bargaining, 
therefore, is essential to stable relations. 

The advantage of collective bargaining and the agreements flowing from it 
is that it spells out the understanding reached in the power play of interest 
groups in the enterprise. But management prefers to avoid this procedure as 
necessarily limiting its range of choice. Yet this development is inevitable in 
a free society in which management bargain with the factors of production and 
as trustee has the responsibility for promoting the interests of all groups within 
the enterprise. Under this concept, it is untenable for it to continue to try to 
impose its unitary views of authority. The human relations philosophy and its 
associated practices are plainly out of date. 


LABOR’S RESPONSIBILITY 


Upon rejecting the concept of the subservience of all groups to management’s 
system of values, the question necessarily arises as to what should be the em- 
ployee’s relationship to management. Actually the view of top management as 
being the bargainer and coordinator of the factors of production and the trustee 
of the interests of the participating groups within the enterprise helps provide 
the answer. 

Contract 


Workers have a coordinate interest in the enterprise with capital and man- 
agement. They must be ready to serve faithfully and diligently in the enter- 
price on terms which help realize their personal goals and expectations. These 
should be spelled out in a collective agreement so that the respective obligations, 
duties and terms are clearly understood by all the parties. The agreement, 
moreover, is an instrument for the progressive realization of new methods 
of working together so that the parties may ultimately fashion the new evolving 
corporate instrument. The negotiated contract is the law of the enterprise dur- 
ing its term. It preforms the additional function of sanctioning the exercise 
of managerial authority and the existing allocation of decision-making authority, 
thereby reinforcing the effectiveness of management’s supervisory decisions. 

The contract also makes the employee himself aware of the nature of his 
responsibilities. Having agreed to a contract, he is then obliged to perform his 
tasks and responsibilities according to the standards laid out in the contract, 
or according to management's directions insofar as they are directly or indirectly 
elaborated in the contract. Employee obligations are, as never before, carefully 
set forth. 

Constitution 


This approach has the further advantage of pointing up the need, not only 
for a constitution regulating the relationships between the investor and the 
management and one between the enterprise and management with the em- 
ployees, but also for one controlling the terms established and agreed upon be- 
tween management and the respective groups, such a capital and employees, as 
regards to its own performance. This function is generally only feebly per- 
formed by the current boards of directors. There must be a clear set of terms 
which limits the authority of management to despoil the enterprise and exploit 
it for its own self-interest. The new management class must be bound by an 
agreement defining its responsibilities and obligations as well as its rewards. 


UNION OBJECTIVES 


The fundamental union function is to represent employees as negotiator for 
the: terms of employment and to prescribe guides for management performance 
in such other areas as the union feels are necessary at any given time. UIlti- 
mately the union shares in the obligation to help supervise management’s own 
performance. In discharging these functions unions apply concepts of the 
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manner in which the enterprise should reimburse employees and the benefits 
they should enjoy. These concepts are derived both from the broad aspirations 
common within the society and those held by employees in a specific enterprise. 
In negotiations, management undertakes to orient the union representatives in 
the economics of the specific enterprise. ; 

The second majer union desire is to get the enterprise to follow economic, 
financial, production and political policies which would tend to bring about the 
type of society in which employees would like to live. True enough, the latter 
objectives are not always clearly evident in the demands, but they are inherent 
in them. Except in periods of crisis they may be subordinated or dormant. 
But the fact that trade union leaders turn to them recurrently, particularly in 
periods of stress, is evidence of their continued existence. 


Job consciousness 


No matter how much American unionism has been characterized as “job 
conscious” and has focused on direct economic gains, one cannot overlook the 
movement’s roots. These are to be found in employee expectations of manage- 
ment and society. During periods of relative high employment and continued 
economic advances, the mass of the membership raises no serious social and 
economic questions. But as recessions and economic dislocations become ap- 
parent, more doubts arise and questions begin to be asked concerning manage- 
ment’s performance. It is then that workers and unions reach back to their 
visions of society and seek to effect greater and quicker conformance to them. 

“Job consciousness” may seem to be an adequate description of unions re- 
stricted to local service industries or crafts within limited labor markets. But 
it is hardly applicable to industrial unionism which must demand the mainte- 
nance of full employment and continuing improvement in workers’ standards 
to realize members’ aspirations. 


Labor standards 


Modern unions are therefore national-economy conscious. They look toward 
the creation of a national economy, both through collective bargaining and po- 
litical activity, which continues to assure full employment, economie growth, 
rising living standards, income stability, job security and individual oppor- 
tunity. Their effectiveness as bargaining agents depends on realizing these 
ends. 

These views are applied at the enterprise level as pointedly as they are in 
legislative programs. They are reflected in the specitic contractual demands 
made on the enterprise. They are rooted in the broad visions of society held 
by the people rather than derived exclusively from the conditions formed in 
the specific workplace. Workers and unions seek to make the individual enter- 
prise conform as nearly as possible to the employee feelings about how the 
society and economy should operate. 

These standards vary among unions and negotiators. The union movement 
does not prescribe a specific, uniform policy. The amount of pressure on any 
one issue at any one place depends upon the degree of permeation of the ideas 
among the membership through oral and written communication. But the 
impressive fact is that these views pervade the union world; they flow from 
a common fount of objectives. The demands made on employers are relatively 
uniform. 

The labor standards envisaged in this concept may be summarized as con- 
tinued annual improvements in wages and maintenance of wage levels throug 
cost-of-living adjustment; absorption of the costs of unemployment, sickness, 
disability, old age and death; maintenance of annual employment or, at least, 
income; adequate rest and leisure through vacations, sabbaticals and shorter 
hours; a fair employment policy, which means jobs to all groups in the com- 
munity including the handicapped ; a structure of equities and rules for transfer, 
promotions and layoffs which protect long service and eliminate discrimination ; 
and, finally, a grievance system which assures compliance with the agreement 
as well as opportunity to seek correction of practices considered undesirable 
by employees. 


Labor’s code for management 


There are other sectors in the union’s code for proper management perform- 
ance. In the field of economic policy, unions have expressed themselves as 
opposed to current pricing policies which permit companies to finance much or 
all of their expansion from internal funds. They have insisted that the business 
enterprise be so operated as to assure continued existence, growth, and technical 
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progress. The worker desires security for his job in a competitive society; the 
continued disputes about the procedures and manner of change as they affect 
individual workers are part of the adjustment to this changing economy. 

A full labor code for management's performance embraces most aspects of 
management operation. Unions have voiced criticisms of managements which 
have not been enterprising; which have set excessive prices and refused to 
reduce prices; which have failed to maintain technical progress and have over- 
speculated in the construction of new capacity; and of a banking system which 
has hoisted interest rates. Wherever sorespots develop the unions demand cor- 
rection of managerial and economic policies and practices. They are the social 
and economic conscience of the community as reflected in the employee's experi- 
ence. 


TWO-WAY COMMUNICATION 


The above concept of the current business enterprise and the relation of the 
employee and the union within it calls for significant changes in the nature of 
industrial relations policies as well as corporate organization itself. Management 
must give up its continuous and repeated drives against unions. It must accept 
collective bargaining as a way of business life. Unions cannot be restricted solely 
to production and manual workers. Collective bargaining must be the relation- 
ship for all employees. ’ 

Personnel activity must be limited to that of acquainting the employee with 
his responsibilities within the enterprise and teaching him to fulfill his job com- 
petently. Efforts spent on indoctrination cn the superiority of management’s 
value systems are wasted and pointless, a cause of irritation and evidence of 
antagonism to unionism and collective bargaining itself. 


Consultation 


Clarification of the economics ef the enterprise should be sought through the 
collective-bargaining process. This naturally follows from a mature view of 
collective bargaining. Management as trustee of all interests should consult with 
employees, including the production workers, on all policies which affect the 
destiny of the individual plant or the enterprise. There must be two-way com- 
munication not only:on problems of employment but on all policies. Union’s and 
empl°yees’ views must be known to management. While the top management 
continues to bargain with all, it must be prepared to share its reasoning with 
all. It is through this continued interchange that real concern will develop for 
the economics of the enterprise. Certainly employees are not likely to be aroused 
or concerned if the appeals for understanding are made only by management in 
times of crisis. 

Management policy and practice must be a constant subject of review by all 
groups within the enterprise. It is in this way that real accommodation will 
become established. Through such exchanges, problems of an immediate and long- 
term nature will be considered and the experience and views of all groups ap 
plied. Through such orientation with administrative policies and problems identi- 
fication with the enterprise is improved. From such identification flows motiva- 
tion to cooperate with the management. 

Unions, however, cannot limit themselves to discussions merely at the enter- 
prise or company level. They will seek to develcp relations with management 
on an industry and total economy basis. Only in this way can the union partici- 
pate fully and responsibly in our society. Its inherent drive is to realize its 
objectives through plant, industry and national channels. Industrial manage- 
ment must accept this fact and formulate its policies accordingly. 


Advisory enterprise council 


One internal check on management’s policies is provided by trade unions, 
particularly where they are all-embracing and represent all employees. The 
boards of directors exercise varying degrees of surveillance over the enterprise 
and particularly concern themselves with investor and lender interests. They 
are assumed to be intimately familiar and jointly responsible with management 
for policy. They are therefore not independent auditors of performance. The 
accountant renders a report of operations in an immediate fiscal sense, but 
makes few other appraisals. There is a place for an agency within the enter- 
prise which regularly reviews the year’s operations from the point of view of 
the interests of the enterprise itself, the community and the factors intimately 
associated with and dependent upon the enterprise. Such an advisory enterprise 
eouncil could help define the policies which management follows and assess 
their execution and effects. 
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The establishment of such councils in a number of large national corporations 
could permit some experimentation with their potentialities. Many proposals 
have been made for public agencies of a similar nature. The question is 
whether we can evolve private programs that will operate effectively to increase 
the responsibility of our enterprise system. Individual corporations have ex- 
perimented in this direction by appointing public personalities primarily re- 
cruited from business educational institutions. The American Institute of Man- 
agement makes annual audits of individual managements of large corporations. 
The present proposal is that there be such an agency affiliated with the enter- 
prise which would regularly audit the year’s performance from the diverse 
points of view of the public, enterprise and private interests. It is suggested 
that this report should be attached to that submitted annually by the manage- 
ment and board of directors, together with the account’s financial report. 

The advisory council should comprise representatives of the general manage- 
ment class, trade unions, investors in the enterprise, suppliers and lenders, the 
publie interest as a whole, and the local communities in which the business is 
operated. To insure their independence they should be appointed by a respon- 
sible outside authority such as the U.S. Department of Commerce in the case of 
management, the American Economic Association in the case of the public in- 
terests, the trade unions for the labor man, the stockholders for the investor, 
the American Association of Municipal Leagues for the communities, and the 
specific suppliers and lenders by their own representatives. 

The responsibility of this type of agency would be to elaborate and carefully 
define the criteria of performance from the various points of view and to seek 
to test the overall achievements of the management and enterprise. 


CONCLUSION 


The major changes in the political structure of American business organiza- 
tions present many new problems. With a management class having supplanted 
owner-management the foundation for the claim to unitary power has been de- 
stroyed. New checks and balances must be constructed in order to effect a con- 
stitutional system for the government of the enterprise. The present arrange- 
ment has led to many usurpations of power and consequent abuses. There is no 
formal system for reviewing management’s conduct and policies. The open 
markets are not adequate for this purpose. 

The theory of unitary authority has been severely challenged by the rise of a 
coordinate center of power in the trade union, which insists on bargaining on 
matters affecting employee welfare. An open system of bargaining has been 
substituted for the elusive market forces which determine the terms for other 
suppliers of materials and services. When well-organized workers under favor- 
able circumstances present a new concept of the functions of the enterprise, it 
is to satisfy the aspirations of all factors in the enterprise. The older theory ac- 
cepted the human relations personnel philosophy as adequate; the collective 
bargaining system demands a belief in a coordinate system of power which ex- 
presses itself in constant consultation and cooperation between the parties on 
mutual interests as well as on direct negotiations and resolution on matters 
of vital concern to the well-being of the employee. 


Enterprise goals 


The management has therefore a broader set of functions in this newly de- 
volving industrial structure. It is first the administrator of a system of eco- 
nomic organization discharging the policies laid down and developed by a board 
of directors, which it most often controls. It is the bargainer with the suppliers 
of materials and services and the investors and lenders. With them it is called 
upon to negotiate terms which are reconcilable with the objectives of the enter- 
prise. These are more nearly now the realization of profit, the maintenance of 
an ongoing concern, continuing growth and a progressive technology. 

Beyond these enterprise goals lie the interests of the factors of production 
which include the investors, the managers, and the employees. All look to the 
enterprise to satisfy their specific expectations. As trustee of these interests 
the management is necessarily called on to help them realize their ends in 
harmony with the long-term enterprise objectives. 





322 UNEMPLOYMENT ACT AMENDMENTS 


Advisory function 


To help attain these ends more directly and fully, employee unions are needed 
at all levels of the enterprise so as to permit better bargaining. The resulting 
integrated enterprise union should be consulted and invited to cooperate with 
the management in the examination of the problems, developments, and ex- 
perience of the enterprise. 

In other areas, the enterprise advisory council consisting of representatives 
of the public, communities and internal groups within the enterprise, including 
labor, would be expected to audit annually the enterprise operations and man- 
agement’s performance and render a regular report of its findings. 

As the public large-scale enterprise has come to play an increasingly im- 
portant role in our society, it becomes vital to provide regular balances within 
its struc.ure and audits of its operations to help the management steer its course 
more adequately in the light of its full trusteeship. 

As the coordinate power centers grow larger in size, new external guides are 
vital to direct their behavior in their own and public interest. The reliance 
on the present open market contest is no longer an adequate vehicle for 
accommodation of interests. The above exploration must therefore be supple- 
mented by one dealing with the techniques for providing more directives of 
public goals to the parties. 


Senator CrarKk. The hearings will be in recess until tomorrow 
morning at 9:30 when our first witness will be Dr. Edwin G. Nourse, 
Chairman of the Economic Advisers. We will meet in our regular 
hearing room, room 5302, New Senate Office Building. 

(Whereupon, at 5:30 p.m., the hearing recessed, to reconvene at 
9:30 a.m., Friday, February 26, 1960.) 
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FRIDAY, FEBRUARY 26, 1960 
U.S. SENATE, 


CoMMITIEE ON BANKING AND CURRENCY, 
SUBCOMMITTER ON PRODUCTION AND STABILIZATION, 
Washington, D.C. 

The subcommittee met, pursuant to recess, in room 5302, New Senate 
Office Building, at 9:35 a.m., Senator Joseph S. Clark presiding. 

Present: Senators Frear, Clark, Proxmire, Bennett, and Bush. 

Senator CLark. The subcommittee will be in session. 

I understand our witnesses have by mutual agreement reversed their 
order, so that the first witness this morning will be Mr. Gerhard Colm. 

Mr. Colm, we are very happy to have you with us. 


STATEMENT OF GERHARD COLM, CHIEF ECONOMIST, NATIONAL 
PLANNING ASSOCIATION 


Mr. Coxtm. Senator, it is a great pleasure for me to appear before 
this subcommittee following the invitation of the chairman. I have 
had a very great interest from the beginning in the Employment Act, 
and, therefore, I feel very happy that I have this opportunity to ex- 
press some views on these various proposals for amendment of the 
Employment Act. 

Senator Cuark. Mr. Colm, I think if you do not mind, I will ask 
you to state for the record, since we /have done this with other wit- 
nesses, just what the National Planning Association is and how you 
come to represent them and whether you speak for yourself or whether 
you represent the views of the Association. 

Mr. Cotm. Senator, I am speaking for myself following the invita- 
tion of the chairman. I am not representing the National Planning 
Association. However, | am connected with it as its chief economist, 
and, as I would like to mention at the end of my testimony, that the 
chairman of the board of trustees of the Nationa] Planning Associa- 
tion has also expressed his views on the subject matter before this 
subcommittee. 

The National Planning Association is a nonprofit, nonpartisan 
organization engaged in research and discussions among various 
groups, and the board of trustees represent leading businessmen, 
leading labor leaders, farm leaders, and professional people. 

Do you wish any more? I will be glad to put anything in the 
record which you wish. 

Senator Ciark. No, I think that is enough. 

Mr. Cotm. Senator, I am appearing in testimony on the so-called 
Bush bill, S. 64, and the Clark-Reuss bill, S. 2382, both amending 
the Employment Act of 1946. 


323 





324 UNEMPLOYMENT ACT AMENDMENTS 


I will make only a few remarks on the Bush bill and on section 1 
of the Clark-Reuss bill. I will deal with section 2 of the Clark-Reuss 
bill in some more detail. 

The Bush amendment would add the objective of price stability to 
the objectives now included in the Employment Act. I believe, how- 
ever, that the objective of price stability was already implied in the 
Empolyment Act of 1946. It was not made specific, according to my 
recollection, because in 1945, when the act was under consideration, 
there was uncertainty as to whether it would be desirable to stabilize 
prices at the then existing level or at a reduced level, or to allow some 
upward adjustment after removal of the wartime price controls. 

That is why the general phrase “maximum purchasing power” 
was used to imply price stability without being specific about the 
level at which prices should be stabilized. 

Actually, the Economic Reports of the President and of the Joint 
Economic Committee have always paid no less attention to the promo- 
tion of price stability than to stability and growth in employment 
and production. 

Therefore, Mr. Chairman, I do not believe that there is a real need 
for this amendment. 

Most of the provisions proposed in section 1 of the Clark-Reuss bill 
were also at least implied in the Employment Act of 1946. The only 
exception is the provision for inclusion of a possible dissenting opinion 
by the Federal Reserve Board in the Economic Report of the Presi- 
dent. With respect to the other provisions proposed in section 1 of 
the bill, some clarification would be desirable because in recent years 
the Economic Report has failed to implement the Employment Act in 
these respects. 

Therefore, I think there is a little different situation with respect to 
the Bush amendment, on the one hand, and section 1 of the Clark- 
Reuss bill, on the other hand. There is no general agreement about 
the interpretation of the act at the present time in this respect. 

I cannot judge whether an amendment of the act is the best method 
for the purpose of such a clarification. 

With your permission, Mr. Chairman, I would like to discuss in a 
bit more detail section 2 of the bill. I think this proposal expresses 
the need for approaching the price problem in a new Rachion supple- 
menting the traditional approaches. There are several reasons why 
prices may rise, and we economists are not sure we understand all of 
them. We used to explain the general increases in the price level as 
an increase in demand in excess of potential production or, popularly 
speaking, too much money chasing too few goods. We know that this 
kind of inflation happened in the aftermath of the World War, dur- 
ing the Korean war, and possibly—at least in some sectors of the 
economy—in the years 1955-56. 

This kind of inflation is still a predominant problem in many coun- 
tries of the world, and it may become a problem here again. We 
should be ready to fight this, may I say, traditional type of inflation, 
and we should be ready to fight it perhaps with improved tools of 
our monetary system. 

I believe excess demand can best be combated by private and public 
policies which promote productivity and thereby add to the supply 
side of our equation and by the use of fiscal and monetary policy for 
curtailing demand or at least limiting the increase in demand. 
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However, there are price rises which do not fit into this traditional 
theory. The clearest case is that of the price rise during the recession 
of 1957-58 which could not be very well explained as the direct re- 
sult of excess demand. The price rise during this period has been 
explained by some as a delayed effect of previous demand inflation, 
prices rising through the economy even after excess demand has dis- 
appeared. Others have explained it as a result of the rise in unit 
costs with a slack in production. Industries with administered prices 
may try to recuperate rising costs by charging more nearly “what the 
traffic will bear.” Still others explain it as a result of wage rate in- 
creases which took place at a time when productivity was not rising 
or not rising in the same proportion. 

The latter cases have been popularly called cost-push inflation or, 
more accurately, market-power inflation. This very good term has 
been used recently in the excellent staff report of the Joint Economic 

Yommittee and also repeated in the report of the Joint Economic Com- 
mittee itself. 

Irrespective of the correct interpretation of the price rise during the 
recession—and there are several of these elements that may have con- 
tributed to it—the situation of 1957-58 made it clear beyond doubt 
that prices can rise in the absence of excess demand. It is also likely 
that in other years market power inflation was at work, possibly in 
combination with factors originating on the demand side. Whatever 
the cause or combination of causes, it is clear that a price rise during 
a recession or a period of inadequate growth c»nnot and should not be 
fought by restrictive fiscal and monetary policies. 

If the price rise is due to the exercise of inarket power by business, 
management, or labor, other anti-inflationary policies are called for 
than in the case of demand inflation. These policies would include 
promotion of competition. However, it is characteristic of our pres- 
ent economic structure that in many respects we have neither com- 
pletely free competition nor the kind of monopoly which can be ef- 
fectively fought by the weapons available under the antitrust laws. 
Appeals to self-restrain have been attempted but were not very effec- 
tive. 

I see it as the purpose of the Clark-Reuss proposal to make the ap- 
peal to self-restrain more effective or, if I may say so, put some teeth 
into the jawbone approach, by bringing the facts about the increase 
in prices and/or wages out into the open. I am sure the sponsors do 
not intend to substitute this device for other anti-inflationary weapons, 
but they believe that this approach complementing the other ap- 
proaches could he effective, particularly in the case of a price-wage or 
wage-price spiral. 

The proposed hearings on price and wage increases could bring 
some public understanding of the specific circumstances that led to the 
decision of the business managers to increase prices. Have unit costs 
risen because of a low rate of operation? Are actual or expected in- 
creases in wage rates increasing labor costs? Have wages been sub- 
standard ? 

Only the answer to these and similar questions can permit the 
policymaker and the public to conclude whether the price and/or 
wage rise is likely to contribute or to hinder economic growth and 
price stability. 
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I believe, therefore, that the objectives of these provisions of the 
bill will help in the articulation of the public interest in price and 
wage determination and thereby will contribute to counteracting one 
kind of inflation which cannot be effectively prevented by other 
means. 

Of course, the same may be said with respect to section 2 of the 
Clark-Reuss bill that I said about the Bush bill and section 1 of this 
bill: namely, that the President under existing legislation is already 
authorized to do what the bill proposes. The President could ask a 
Federal agency to hold public hearings concerning price and wage de- 
velopments. He also could make a statement what he thinks about 
price and wage developments. However, I wonder whether the im- 
plementation of this idea does not require additional authority and 
more specific legislation. 

In order to evaluate what is involved in the proposal, it might be 
useful to spell out ways in which it might work. I image that the 
President could be authorized to declare certain industries as crucial 
for purposes of price stabilization and to establish a price-wage anal- 
ysis board which would prepare fact-finding reports on prospective 
or actual price and/or wage changes in these industries. 

On the basis of these reports the President, presumably after con- 
sultation with the Council of Economic Advisers, could issue advisory 
statements, particularly stating if he believes that certain prospective 
or actual price and/or wage changes violate the public interest. 

I wonder if the agency charged with the factfinding analysis should 
not be authorized to subpena relevant information from the firms and 
unions. I also wonder whether there might not be a need for a proce- 
dure for notification of prospective substantial price and/or wage in- 
creases in industries which have been determined as crucial for pur- 
poses of price stabilization. 

If one tries to spell out a procedure in this or a similar manner, I 
think, Mr. Chairman, one will reach the conclusion that legislation is 
needed for accomplishing the purpose. 

I recognize, however, the desirability of not burdening the Employ- 
ment Act with legislation about specific implementations. Therefore, 
there are merits in the idea of having only a general provision in the 
Employment Act, as it is now proposed in the legislation before you, 
which might then be, if need arises, be supplemented by implementing 
specific legislation. 

The Clark-Reuss proposal has been criticized by some as a concealed 
form of price and wage control, by others as not much more than the 
hortatory approach, which has been tried without much result. 

I do not believe that this is a concealed form of price and wage con- 
trol. Asa matter of fact, if the bill is adopted and accomplishes its 
purpose, it may help us to avoid price and wage controls. And, as I 
said before, public hearings and possible Presidential statements may 
be more effective than informal remarks at a press conference or simi- 
lar occasions. 

The Clark-Reuss proposal would, I believe, effectively dramatize 
that price and wage determinations are not merely affairs of the par- 
ties directly concerned but that they affect the public interest. It is 
not’ proposed that business enterprises and unions become philan- 
thropic organizations, but it is proposed to bring to the public’s atten- 
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tion cases in which actions of private organizations are in conflict 
with the public interest, specifically with the objectives of economic 
growth and stabilization. In extreme cases, the reports and the ad- 
visory statements by the President may suggest to the Congress that 
remedial legislation is needed. 

In closing, Mr. Chairman, I would like to point out by a specific 
illustration why I believe the proposal may have a salutary effect with 
respect to overall economic policy. 

There is much talk that the current economic expansion may flatten 
out sometime in 1960 with the possibility of a recession in 1961. 
Thus, there may develop in the not too distant future a situation 
which would call for a relaxation of fiscal and monetary policies. 

At present the fiscal and monetary agencies regard themselves as 
the only custodians of the stability of the dollar. Spokesmen for the 
Federal Reserve have indicated that a restrictive credit policy is called 
for when prices rise irrespective of the cause and circumstances of 
the price rise. Therefore, it is possible that the fiscal and monetary 
agencies will insist on continuation of a restrictive policy as long as 
prices have any upward tendency and outside pressure on the dollar 
persists. They are likely to place then price stability above employ- 
ment stability and promotion of economic growth. If the analysis 
of the various reasons for price rises is right, it may well be that a 
situation will arise in which a restrictive fiscal and credit policy would 
run counter to the requirements of the domestic economy without even 
accomplishing the objective of price stabilization. 

The Clark-Reuss proposal would make clear to management and 
labor that. policies should be avoided which run contrary to the public 
interest and it will stimulate efforts of defining what such undesirable 
policies are. It would also make clear to the fiscal and credit agencies 
that there are causes of price rises outside their competence and juris- 
diction. This, I think, would increase the chances of pursuing the 
kind of public and private policies which are required in the interest 
of economic growth without inflation. 

_Mr. Chairman, at the beginning I said that I was talking as an in- 
dividual not representing the National Planning Association, but I 
would like to bring to your attention that at a meeting half a year ago 
the chairman of our Labor Committte made proposals very similar to 
those in the bill under discussion, and the chairman of the board of 
trustees, Mr. Christian Sonne, in his speech on the occasion of the 
Association’s 25th anniversary, made some remarks, two paragraphs 
which with your permission I would like to read, or if there is not 
time to offer for the record. 

Senator CiarKk. Go ahead and read them. 

Mr. Coto. I will read: 


Mr. Clint Golden, in his speech today, has made an interesting proposal on 
this subject. It is based—as I understand it—on the feeling that free enterprise 
and free labor are endangered when the parties can wage unlimited confict at 
great cost to the economy. This may force Government intervention unless a 
well-informed third party—representing the consumer and the public—is given, 
So to speak, the equivalent of a seat at the bargaining table. 

Mr. Golden proposes that a Price and Wage Analysis Board be established in 
the executive branch. This Board is expected, in consultation with the Council 
of Econemic Advisors, to analyze and report on each important industry and to 
determine certain extreme limits beyond which price and wage changes would 
appear to be harmful to our country. These reports would spell out in more 
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specific terms the general guidelines for price and wage policy that in the 
future—under the plan—will be incorporated in the President’s Economic 
Report. 


Mr. Golden hopes that through these reports a better-informed public opinion 
can be mobilized and can contribute greatly to the solution of the problem by 
moral pressure. This constructive suggestion should certainly in my opinion be 
followed up. But should Mr. Golden’s hope fail, it seems to me that some 
provision may have to be made, whereby price and wage changes that fall out- 
side these undesirable “extreme limits,” cannot be made without the approval 
of the Chief Executive. 


The mere existence of such an arrangement would go a long way toward a 
solution of the cost-push inflation problem, without interfering with the freedom 
of action which citizens enjoy in carrying on their daily tasks. 

Senator Crark. Thank you very much, Doctor. 

Senator Frear? 

Senator Frear. No, Mr. Chairman. 

Senator Ciark. Senator Proxmire? 

Senator Proxmire. Dr. Colm, you were reluctant to express an 
opinion on the section of the bill that calls on the Council of Economie 
Advisers to set forth their views on monetary policy. I would like 
to ask you why you are reluctant and whether you think there is 
anything to be lost: by this, particularly in view of your conclusion— 
incidentally I think this is a remarkably fine statement—particularly 
in view of your conclusion whereby you emphasize how important it 
is to cover monetary as well as fiscal policy as total impact in at- 
tempting to secure the greatest possible growth as well as price 
stability. 

Why do you think it might be harmful or why are you hesitant 
to approve the suggestion that a monetar y policy expression be elicited 
from the Council of Economic Advisers? 

Mr. Cotm. Senator, I did not mean to be reluctant to express an 
opinion, so I am glad I have the opportunity to straighten out what 
I intended to say. 

I think that the Economic Report of the President, that any pro- 
gram for economic policy, is deficient unless it includes recommenda- 
tions on monetary and credit policies. That was definitely the pur- 
pose of the Employment Act. 

I may remind you, Senator, that in the original form of the bill 
there was great stress laid on management of Government expendi- 
tures, and it was Senator Taft who objected to that one-sided em- 
phasis on expenditures, and he said there should be at least equal, if 
not greater, emphasis on monetary and credit policies. 

It was for this reason, on the insistence of Senator Taft, that the 
present language was chosen. 

In my opinion it violates the spirit in which that legislation was 
adopted if it is now said that the President’s report should not in- 
clude recommendations on monetary policy. 

Senator Proxmire. It is your understanding the legislative history 
made by Senator Taft at the time indicated that expressions of views 
of the Council of Economic Advisers on monetary policy were ex- 
pected to be part of the Economic Report ? 

Mr. Cot. Yes, sir. I thought I was clear on that. I did say a 
clarification of that is very much needed since there is an opinion that 
this would fall outside the jurisdiction of the President. 
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Senator Proxmire. Particularly in view of the fact that for the last 

few years we have not had any expression of opinion on monetary 
olicy ¢ 

. Mr Cota. In the last few years we have had only an appraisal of 

the past, but we did not have any recommendation for the future 

monetary and credit policies. 

The only point on which I did not express an opinion is how that 
clarification should be brought about, whether an amendment of the 
act, which in my opinion is clear in the light of legislative history, 
is needed or another form, for instance a concurrent resolution if you 
do not want an amendment of the act. 

I only expressed doubt about the method of bringing this clarifica- 
tion about. 

Senator Proxmrme. I see. You think a clarification should be 
achieved, but it may be that legislation is not the way to do it—or 
this legislation ? 

Mr. Cotm. Whether amendment is the best way or concurrent res- 
olution or statement by the Joint Economic Committee I do not hon- 
estly know. But some form of clarification appears desirable to 
me. 

Senator Proxmire. Then I just have one other question. You im- 
plied this; I do not think you explicitly said it. Did you feel that 
under the Clark-Reuss bill the labor unions in making their demands 
or at least in driving for a specific kind of settlement and manage- 
ment in establishing prices would both have more thoroughly in mind 
the broad public interest implications than they have under present 
circumstances, that they would be called upon to justify this in terms 
of the public interest, and that this would enter into their calculations 
in determining what wage and what price to try and establish ? 

Mr. Cot. Yes, that is my opinion. 

Senator Proxmire. Thank you. 

Senator Crark. Dr. Colm, you were for some years connected with 
the Council of Economic Advisers, were you not ? 

Mr. Cotm. Yes. I had the great honor to serve under Dr. Edwin 
Nourse and later Mr. Keyserling as one of the staff members of the 
Council of Economic Advisers. 

Senator CLrark. How many years did you serve in that capacity? 

Mr. Cotm. From pretty much the beginning of the Council in the 
fall of 1946 to March 1952. 

Senator Ciark. Thank you very much, sir. 

We appreciate your testimony. It has been a pleasure to have you 
with us. 

Our next witness is Mr. Casimir Sienkiewicz, representing the 
American Bankers Association, and a distinguished member of the 
banking fraternity of the city of Philadelphia, as well as an old 
friend of the acting chairman. 

Mr. Sienkiewicz, we are very happy to have you here and look 
forward to your testimony. 
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STATEMENTS OF CASIMIR A. SIENKIEWICZ, CHAIRMAN, THE 
COMMITTEE FOR ECONOMIC GROWTH WITHOUT INFLATION, 
AMERICAN BANKERS ASSOCIATION; AND GORDON McLEAN 


Mr. Srenkrewicz. Mr. Chairman, may I ask your permission to 
have an assistant, Dr. Gordon McLean, with me? 

Senator Crark. Certainly. Mr. McLean, we are happy to have 
you here too. 

Mr. Stenkrewicz. In case some technical matters come up. 

Senator Crark. Mr. Sienkiewicz, we will proceed as you would 
like. 

Would you prefer not to be interrupted until you finish? We may 
have some questions. 

Mr. Stenxtewicz. Fine. Let me read it, and then I will be ready 
for the questions. ; 

My name is Casimir A. Sienkiewicz. I am president of the Cen- 
tral-Penn National Bank of Philadelphia, Pa., and also chairman of 
the Committee for Economic Growth Without Inflation of the Amer- 
ican Bankers Association. It is in this latter capacity that I appear 
today to present the views of the association on S. 2382 and S. 64 
amending the Employment Act of 1946. 


THE GOAL OF GENERAL PRICE STABILITY 


The Employment Act of 1946 

Senator Cxuark. I should ask you one preliminary qualifying ques- 
tion we have asked all the witnesses. Can you tell us what your 
authorization is to make this statement on behalf of the American 
Bankers Association? Has this statement been approved by them or 
any of their governing boards? Or how do you come to be their 
representative here ? 

Mr. Stenxktewicz. I am chairman of the Committee for Economic 
Growth Without Inflation of the American Bankers Association, and 
I would like to speak in that capacity. Part of the statement has been 
approved because it was presented previously in another hearing, and 
some of it has not. 

Senator Crark. Is it fair to say that this is a statement prepared 
for you by the staff of the association which you are making in your 
official capacity as chairman ef the Committee for Economic Growth 
Without Inflation ? 

Mr. Stenkrewicz. That is fair, Senator, although I did have my 
finger in the revision and editing. 

Senator Crark. Knowing you as I do, I am sure you did. 

Mr. Srenxrewicz. As usual. 

The Employment Act of 1946 is our basic guide to national eco- 
nomic policy. It pledges the Government’s efforts “to promote maxi- 
mum employment, production, and purchasing power.” 

While the act recognizes the existence of “other essential considera- 
tions of national policy,” it makes no explicit mention of general price 
stability. This leaves it open to the interpretation that avoidance of 
inflation may be less important than the maintenance of high levels 
of output and employment. 
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Fortunately, the inflationary psychology which was so widespread a 
year ago has now subsided to some extent. Nevertheless, living costs 
have reached new peaks and there is no evidence that the inflationary 

tendencies in our economy have disappeared by any means. It seems 
abundantly clear that in order to establish a firm basis for vigorous 
and sustained economic expansion we must take steps to prevent fur- 
ther erosion of the buying power of the dollar. We believe it is es- 
sential to maintain the value of our dollar reasonably stable at home 
and to sustain confidence in its integrity abroad. 

Amending the Employment Act to recognize these objectives would 
in itself be a contribution toward achieving it. 


MONETARY POLICY RECOMMENDATIONS 


Let. us turn now to another proposed amendment of an altogether 
different character—namely, the provisions of S. 2382 relating to the 
inclusion of recommendations on monetary and credit policy in the 
President’s Economic Report. These provisions, we believe, are un- 
desirable on two main counts. 

In the first place, they are not feasible. One of the outstanding 
characteristics of monetary policy is that it should be continuously 
adapted to changing economic conditions. No one is wise enough to 
foresee the future with sufficient precision to say how monetary policy 
should be modified 6 or 8 months from now or, for that matter, even 
1 month from now. The monetary authorities have a tough enough 
job trying to decide the degree of ease or restraint that is called for 
at. any given time, without trying to forecast what their future deci- 
sions are likely to be. 

Another feature of monetary policy is that it operates to a large 
extent through its influence upon the expectations of the public. 
Therefore, any arrangement requiring published recommendations for 
future changes in monetary policy would almost inevitably result in 
more unstable and volatile money and capital markets with attendant 
disorganizing effects on the whole economy. 

The second main objection to these provisions is that they would 
alter the present position of the Federal Reserve Board within the 
Federal Government. If this would not be the case, then, of course, 
there would be little or no significance in this amendment. 

Judgments naturally differ as to just what the position of the Fed- 
eral Reserve within the Government should be. ‘The general concept 
of its position throughout its history and at the present time, as we 
understand the intent of Congress, is based upon the proposition that 
our best hope for bringing wise judgment to bear on monetary policy 
is to have responsibility for it vested with an impartial professional 
group operating under a broad congressional mandate. 

We believe that this concept which has underlain the thinking of 
the Congress on this matter over the years is just as wise and valid 
today as it was when the Federal Reserve System was established. 
We therefore believe it would be a serious mistake to modify the pres- 
ent responsibility of the Federal Reserve to Congress in the direction 
of subjecting it to greater influence by the executive branch. On the 
basis of both logic and experience, this would seem to be most unwise. 
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HEARINGS ON PRICE AND WAGE INCREASES 


We should now like to offer some comments on the provisions of S. 
2382 dealing with hearings on price and wage increases. 

It has become increasingly clear in recent years that the combined 
effects of industrial price and wage practices have contributed to infla- 
tion and to economic instability in the United States. Your commit- 
tee is to be commended for focusing attention on this important 
problem. 

Decisions on wages and prices too often have been arrived at with- 
out adequate consideration for their effects upon the public at large, 
especially upon consumers and savers. It follows that the public 
interest should receive more consideration at the bargaining table and 
in the decisions of business management. To accomplish this, it 
would certainly be desirable to try to develop an informed public 
opinion and to bring it to bear on price and wage policies. 

The troublesome question is how these things might be brought 
about. Comprehensive Government controls over prices and wages 
would obviously be no answer and would do far more harm than 
good. The problem is to find a way of accomplishing our objective 
without impairing the essential characteristics of our free economy. 

Public hearings are one possibility. However, the proposal for 
such hearings as it is presently worded in S. 2382 is defective and in 
need of revision if it is to accomplish its purpose. While this bill 
provides for hearings on any price increases which might threaten 
economic stability, it seems to fail to provide for hearings on wage 
increases which may threaten economic stability, but which do not 
happen to cause an immediate price increase in the particular firm 
or industry involved. 

There is ample evidence that large wage increases in certain key 
industries, which may be able to afford them without immediately 
raising their prices, may spread to other industries, especially smaller 
industries, and raise costs and prices there. This is particularly ap- 
parent in the substantial rise that has taken place in the cost of many 
Services in recent years. 

This obvious defect in the present bill could easily be corrected by 
simplv providing that in order to promote national economic stability 
the President shall hold public hearings on both price and wage in- 
creases, prospective or actual, which in his judgment appear to 
threaten national economic stabilitv. This would clearly be more 
consistent with the stated purpose of the bill. 

But the question still remains whether, even with this change, this 
would be the most promising approach to the problem of creating 
an informed nublic opinion and bringing it to bear on price and wage 
practices. We think public hearings would be a rather unsatisfactory 
solution. They are useful for certain purposes but they sometimes 
generate more confusion and heat than enlightenment. It is at least 
open to question whether they would afford the best means of trying 
to develop an informed public opinion on such a subject as industrial 
‘price and wage policies. 

The history of past interventions in the field of wage fixing by 
the Federal Government in these matters is far from reassuring. All 
too often these efforts have involved elements of coercion and short- 
run expediency at some sacrifice of the long-range public interest. 
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Various other approaches to this problem have been suggested and 
we assume that your committee will undoubtedly consider these alter- 
native possibilities. Since this is an area in which bankers have no 
special competence, we would be most hesitant to express ourselves 
because of that lack of competence. However, we are glad to say that 
we can present this committee with a new, constructive proposal which 
we believe deserves your consideration by virtue of the source from 
which it comes. 

This proposal did not originate with, nor has it been endorsed by, 
the American Bankers Association. It has been formulated by Prof. 
John M. Clark, emeritus professor of economics at Columbia Univer- 
sity, a past president of the American Economic Association, and a 
widely recognized authority. 

This proposal is contained in a manuscript prepared by Professor 
Clark for the ABA’s Committee for Economic Growth Without Infla- 
tion. 

I can probably skip this, Mr. Chairman. It is a rather large and 
exhaustive study, and that study has just been finished and now is in 
the printer’s hands and will be available. We shall be delighted to 
furnish you with a whole copy, but in the meantime we are just sub- 
mitting an excerpt of his conclusions which are all recorded in my 
statement. 

So unless you want me to read it, I will omit it. 

Senator Crark. I think it would be helpful, Mr. Sienkiewicz, if 
you picked up your statement and read to us the paragraph starting 
with “Professor Clark points out,” so that Senator Bush, Senator 
Proxmire, and I can have in concise form the outline of the proposals. 

Mr. Srenxkrewicz. Very well, Senator, because that does give you 
the gist of the summary. 

Professor Clark points out that we have for some time past been 
seeking ways of restraining the exercise of the power and discretion 
possessed by those who determine prices and wages in our type of 
economy, and he observes that the effectiveness of any means of ac- 
complishing this depends on an attitude of understanding cooperation. 
While Professor Clark would reject government controls, he believes 
that it is not enough for us to have intelligent action by private groups 
in the pursuit of their own interests. Responsible attitudes toward 
the public interest are also involved. But even the best attitudes must 
be accompanied by a clear and widespread understanding of what the 
public interest requires. 

Professor Clark takes the position that effective consideration of the 
public interest does not mean a displacement of self-interest in favor 
of altruism. His view is that we do not need to try to eliminate self- 
interest ; all we need to do is place some self-restraint on it. 

Furthermore, he firmly believes that noninflationary policies in the 
public interest are not insolubly complex but are quite comprehensible 
and capable of being much more widely understood. 

In addition to more concern for the public interest on the part of 
the parties involved in wage and price determination, there is need 
of widely informed public opinion. Such public opinion can be pro- 
moted through active discussion by many interested groups and agen- 
cies which can be effective if competent analysis is systematically pre- 
sented to them. 


52356—60——22 
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The accomplishment of this broad and desirable objective would of 
course depend upon the existence of a suitable organization, agency, 
or mechanism. Professor Clark gives us thoughtful comment on pro- 
posals for such an agency or organization that have been advanced 
by others and gives us his own preference. Briefly, he would prefer 
to see a body consisting of private personnel in which representatives 
of special interest groups would constitute a minority. This body 
would be a continuing one, equipped with a staff which would make 
available arrays of factual material and professionally competent 
economic analysis carried to the point of showing its implications for 
policy. 

This latter point concerning policy implications is a major one. 
Professor Clark sees the need for a body which could provide effective 
liaison between broad continuing studies and specific policy decisions. 

Such an arrangement, he believes, should be able to produce appro- 
priate and promising appeals for responsible conduct backed up with 
such expert economic analysis that the combination would stand some 
chance of influencing actual behavior. If this could be accomplished, 
we would on the one hand avoid direct controls and on the other 
hand bring to bear on the decisionmaking process a public point of 
view. 

We hope, Mr. Chairman, that this thinking of Professor Clark and 
the views of our own which we presented earlier in our testimony will 
be helpful to your committee. 

Mr. C hairman, we appreciate the opportunity to present our views 
regarding various proposed amendments to the Employment Act. 

Senator Crark. Thank you very much, Mr. Sienkiewicz. 

Senator Bush ?. 

Senator Busn. Yes. Thank you, Mr. Chairman. 

Iam very much interested in that proposal of Peay Clark’s. I 
would like to go back to the paragraph where he says he would prefer 
to see a body consisting of private personnel in which representatives 
of special interest groups would constiute a minority. 

What does that mean? The for ming of a new association, something 
like the CED, with broader patronage which might include labor 
groups and that sort of thing? Is that what it envisages? 

Mr. Srenxrewicz. I assume that what Professor Clark is attempting 
to do is to create some body that would be competent and watch the 
dev velopment and give a competent analysis and opinion. 

Senator Buss. But it involves the establishment of a new or gwaniza- 
tion ? 

Mr. Sienkiewicz. Yes. 

Senator Busu. New? 

Mr. Stenkrewicz. Professor Clark suggests an agency, a body, or 
a mechanism of some form. That, of course, I should think, would 
be—in fact, it would have to be—up to the Senate, the legislative, to 
spell it out in some detail. 

Senator Busn. How would he select members of such an organiza- 
tion ? 

Mr. Srenxrewicz. Well, of course, I cannot speak for Professor 
Clark, but I should think that that, would be a task for the legislative 
to spell out, because they are 





Senator Busn. Is this something that he recommends should be 
legislated ? 
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Mr. Sienkiewicz. I do not get that from the hasty reading of the 
manuscript, and, as I say, I just looked at it. But, obv iously, any 
such proposition I should think would be up to the House and the 
Senate. 

Senator Busu. How long a document is this Professor Clark docu- 
ment ? 

Mr. Stenkiewicz. This is I think about 60 pages. 

Senator Busu. Too long to put in the record / 

Mr. Stenxrewicz. The excerpt itself begins I think on the 58th page. 
And the excerpt is about 10 pages. But “I do not think you will find 
the mechanics spelled out there. 

Senator Busu. Mr. Chairman, I would like to read this. Were you 
going to put this in the record ¢ 

Senator Ciark. I thought perhaps you would want to. 

Senator Busx. I would like to read it first. 

Senator CLark. Why do we not rule now that the Senator may, if he 
desires, place the memorandum of Professor Clark in the record at a 
later date after he has had an opportunity to read it ? 

Senator Bus. I thank the chairman. That is very satisfactory. 

May I ask directly : You did endorse S. 64, the price stability bill ? 

Mr. Srenkrewicz. Yes, sir. We are for that bill. That’ was the 
original position by the American Bankers Association. 

Senator Busu. Your written text here did not mention it by name, 
but you endorsed it ? 

Mr. Stenxrewicz. Yes, we are endorsing it, definitely. 

Senator Bus. You endorse it specifically ¢ 

Mr. Srenxrewrcz. The American Bankers Association is on record 
that they are in favor of clarifying that provision, that reasonable 
price stability should be placed as one of the major goals spelled out 
in the Employment Act of 1946. 

Senator Busw. And that the law should be amended to so state? 

Mr. Stenkiewicz. Yes, sir. 

Senator Busu. Thank you. 

Senator Ciark. Senator Proxmire? 

Senator Proxmire. I thought this was another extremely helpful 
and interesting statement, Mr. Sienkiewicz. I would like to ask you 
this: 

When you start discussing monetary policy and the monetary 
policy provisions in the Clark bill, I wonder if you were surprised 
by Professor Colm’s reference to Senator Taft and his pointing out 
that the legislative ‘history of the Employment Act of 1946 showed 
that Senator Taft had expected monetary policy recommendations 
to be included. This in view of the fact Senator Taft was certainly 
a man who wanted to keep Government regulation and control at a 
minimum. He was a man who had a very deep and excellent under- 
standing of our economy and of our free enterprise system. 

Mr. Stenxiewrcz. I cer tainly had a very high regard for Senator 
Clark—I always have for Senator Clark, and Senator Taft at the 
time. But the monetary policy isa pretty complex affair, and I think 
that its arrangement at the present time, its position, I think, is very 
well founded. The Federal Reserve is a creature of the legislative, 
responsible to the legislative, and it should be so, because its job i is SO 
complex and requires a considerable amount of freedom and judg- 
ment, human judgment. 
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As I see it, Senator, the primary responsibility of monetary policy, 
which is the Federal Reserve, of course, is to help keep total money 


demand in balance with capacity to produce. And that means two. 


things to me: 

One is that the monetary policy should be flexible. That is, the 
Federal Reserve should be reasonably free. If the economy is going 
too fast, that is when the germ of recessions or trouble may be jelling, 
it should study the developments objectively and act accordingly. 
If restriction 1s necessary, the Board of Governors should exercise 
their judgment as to its degree and timing. They must do it very 
cautiously and skillfully to avoid market disturbances. 

On the other hand, when there are evidences in the economy that 
there is a possible slackening or slump in business, they should ease 
credit policy and they usually do just that. I think their record is 
fairly clear on that. This substantially is the meaning of flexible 
monetary policy. ; 

The second objective is to help foster an environment favorable to 
saving and investment. Our secret in our growth and orderly devel- 
opment lies in savings and investment. That is how we build our 
industrial plant. If any disturbance such as threat of inflation, threat 
of imbalance between money demand, and capacity to produce effi- 
ciently develops, then we have trouble, because people are reluctant to 
save money if they fear there will be a decline in the value of money, 
as we all know. 

And price stability, reasonable price stability, encourages savings 
and investment. - Experience also shows that the consumer is buying 
more when prices and business are stable. 

So that’s the reason that we are strongly in favor of making price 
stability one of our objectives. 

Under present conditions the Federal Reserve policy of restraint is 
designed to prevent the total money supply from rising too fast, to 
keep moderate business ups and downs, and to sustain orderly growth. 
For that reason I think the Federal Reserve System should have the 
independent. position, a certain flexibility of action, that it has now, 
and then report to the Congress. And I would like to keep it that 
way—free from any possible pressures, political, group, or other pres- 
sures, because times change, conditions change, personnel changes, but 
day-to-day credit operations must go on. 

Senator Proxmme. You have made a very responsive and compe- 
tent statement. There are just two things that concern me about this: 

First, you have addressed your attention to the timing problem. 
You have said that if the Council of Economic Advisers, as I under- 
stand it, should make a finding at the beginning of the year that 
monetary policy should in the course of the next 12 months follow a 
certain course and if you find a month later, or 6 months later, or 
8 months later that the economy had changed, the money managers 
should be in position to act at once, not in a matter of months but 
ina matter ofhours. And Ithink I can see your point. 

It would seem to me that on this particular point that you make 
that there are very useful recommendations to be made by the Board 
of Economic Advisers with reference to broad monetary policy. For 
example, whether the Federal Reserve Board should follow a policy 
of expanding the money supply through open market operations gen- 
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erally or through reducing reserve requirements. Something that is 
not a matter so much of timing as a matter of overall policy, some- 
thing that relates very closely to debt management and relates also to 
the effect on taxes and Federal income and revenue. 

This is the kind of monetary policy recommendation that would 
seem to me to be the business of people other than just the technically 
qualified money managers. 

And then the second part of what you said that concerned me is I 
got the feeling that maybe you felt that this was too technical and 
too professional a matter to be left to politicians or to be left to politi- 
cal consideration ; that this was something for experts. 

I feel, as someone said about war, that it is too important to be 
left to the generals. 

This is something that I think must be the business of those of us 
who are elected public officials. It is so enormously important. It 
is a problem of whether people are at work or not at work and 
whether the economy is to be stable or not. It is something we just 
have to inform ourselves about as much as possible, recognizing we 
should rely very heavily, as we have, on the Federal Reserve Board. 

I wonder in the light of this why it would be very harmful for us 
to follow the recommendations which Senator Taft seemed to concur 
in and which it seems to me do not really interfere with the Federal 
Reserve—having the Board of Economic Advisers make a broad, gen- 
eral recommendation on monetary policy. Why this would endanger 
the independence of the Federal Reserve and the timing of the Fed- 
eral Reserve, which, as we all recognize, must be independent of the 
executive branch. 

Mr. Srenktewicz. I agree with your objective, and I think we are 
accomplishing it now to a large extent. The principal trouble that I 
have with the proposal is is that it would force this independent 
agency, responsible to the Congress, to be also amenable to the 
executive branch. 

As a matter of fact, at the present time the way the Federal Reserve 
is organized, it really covers the total economic area through its local 
Reserve banks, through the boards of directors, the public, bankers, 
and business, not all technicians but who know the economy. 

I happen to have been rather close to the many years, and really 
the businessmen and the so-called public directors are very knowl- 
edgeable and very conscientious in performing their duty, so there is 
the representation you have in mind, and there is of course, the Con- 
gress. This arrangement has been effective. 

I do not mean that we have got to have all generals, all technicians, 
all economists, although there is that trend. 

I think the representation on the Federal Reserve at the moment is 
very good. 

Senator Proxmme. If I could just interrupt for a minute, then I 
want to yield to Senator Clark. 

Of course, you must recognize that you are a successful banker, you 
are representing the American Bankers Association, you are looking 
at this from a banker’s viewpoint. You do in a sense—and I do not 
mean any derogation at all—represent a special interest group. The 
Federal Reserve Board, like so many Government agencies, is inclined 
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to be very sympathetic and very understanding of the problems—and 
it should be—of the banking industry. 

Mr. Stenxtewicz. That is right, but of the whole economy also. 
Members of the Federal Reserve Board always emphasize the public 
interest. 

Senator Proxmire. At the same time it seems to me that the broad 
public interest as represented by the President and by the Congress 
should have some impact on our monetary policy. We should have 
some forceful, effective expression of policy. And I have a feeling 
that we just are not getting it, that it is being run of, by and for the 
banking fraternity, which is a wonderful group. I used to be in a 
very small way a member of the fraternity myself and in some ways 
I wish I still were. 

Senator Crark. We ought to tell Mr. Sienkiewicz that Senator 
Proxmire used to work for J. P. Morgan and Co. 

Mr. Stenxrewicz. You have that expression of policy now, Sena- 
tor, with the Federal Reserve responsible to the Congress, and that is 
the reason that I cannot see eye to eye with you on getting the Execu- 
tive into this complex area. 

Senator Proxmire. I will simply conclude by saying that I do think 
that the President’s Economic Report has very great and broad public 
attention. Much more so than any expression of opinion on the part 
of Congress. It is a good, constructive way of focusing attention on 
the whole economy, of which monetary policy is a very vital and im- 
portant part, and I think it should not be neglected. 

Mr. Stenxtewicz. As I understand it, Senator, the Federal Reserve 
staff and also the Economic Advisers are working very closely now 
on the cooperative basis, exchanging information. They have got to. 
Neither of them can operate in a vacuum. Certainly the Federal Re- 
serve cannot. It has got to have its ear to economic developments, 
current production, employment, prices, credit financial conditions, 
and so on. 

Senator Proxmire. Behind a velvet curtain. The public does not 
know what the recommendations of the Economic Advisers may be. 

Mr. Srenktewicz. I do not know how far you could go. That is 
the point that troubles me. The public is so changeable. The public 
psychology is unpredictable. The consumer habits are unpredictable. 
We are dealing here with a sensitive, complex field and arrangement. 

So long as that is so, I cannot see how we can devise any formula or 
any gadget that would safely indicate monetary policy in advance 
without upsetting the markets. We are just against a whole gamut 
of uncertainties in the economy. I know, in a small way, running a 
bank, a commercial bank, every day there is uncertainty, because you 
cannot predict accurately the coming events nor the public mood. 

So, for that reason, I would like to stress the point that the inde- 
eager of the Federal Reserve System as it is constituted now should 

e safeguarded by the Legislature as you are doing it at present. 
You have the authority to prescribe the rules. But I would not do 
anything to open the door to pressures from outside, from any other 
agency or source, including the Executive. 

' ‘I believe the Federal Reserve has been cooperating with other 
agencies, and it has done a good job. 

Senator Proxmire. Thank you. 
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Senator Busu. Mr. Chairman, may I have one moment, sir? 
Senator Ciark. Certainly, sir. 

Senator Busn. Did you w ish to proceed yourself ? 

Senator Ciark. I would rather have you finish first. 


Senator Busu. I just wanted to call attention to the paragraph 
which says: 


There is ample evidence that large wage increases in certain key industries, 
which may be able to afford them without immediately raising their prices, may 
spread to other industries, especially smaller industries, and raise costs and 
prices there. This is particularly apparent in the substantial rise that has. taken 
place in the cost of many services in recent years. 

The reason I wanted to call attention to that paragraph is because it 
deals with a part of the testimony of Mr. Victor Reuther, I believe, 
which disturbed me particularly yesterday. He said that under the 

yublic hearing concept in the Clark bill he visualized that it would not 
oien all the “disputes regarding price increases as a result of wage 
increases before a public hearing but would take—maybe it would be 
20 or 30 in number anen year, and they would be confined to companies 
that controlled, say, 25 percent 

Senator CiarK. I did not understand he said 20 or 30 each year. I 
thought he said there are about 20 or 30 industries in 

Senator Busu. I stand corrected on that. There are 20 or 30 indus- 
tries—let’s say 30—where one company would control 25 percent or 
so of a given industry, let’s say like the automobile industry or the 
electrical industry. 

Senator Ciark. I think you would also admit, would you not, Sen- 
ator, that even where we had a 25-percent control of an industry, unless 
that industry was one which in the words of the act could threaten the 
national economic stability if its wages and prices got out of line, we 
would not have them down there? 

Senator Bus. That is not quite my point. We can skip that one 
or agree on it. That is not quite w hat I am driving at. What I am 
driving at is that this paragraph points out the hazard of that kind of 
a procedure toward the smaller companies who would then have to 
fall in line. 

While a finding of that particular hearing on that company that 
controlled 25 or more percent of the business in that industry might 
be that that company might be able to afford that increase without 
raising prices, it would not necessarily follow that all the other com- 
panies, the smaller companies in the industry, who are having a harder 
time, who perhaps were not so efficient but neverthelss were valuable 
component parts of the industry, would not have to raise their costs 
accordingly—labor costs I am speaking of—and it would wipe out 
their profits or put them in the red. Or if they were not making any 
money, it might break them. 

Senator CLark. Certainly the Senator would not suggest expanding 
the coverage of the act to bring all small companies in. 

Senator Busu. No. 

Senator Cirark. What we are talking about is whether we should 
have hearings at all. 

Senator Busu. What I am saying is the effect. of a hearing which 
made a determination in the public mind actually would have a pro- 
found effect on down the scale affecting these smaller companies as 
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Mr. Sienkiewicz has pointed out so well in this paragraph. And I 
wanted to point this out as expressing very well the reservation I had 
in mind yesterday in my colloquy with Victor Reuther. 

Senator Crarx. I will not pursue it any further. Does the Senator 
have any more questions / 

Senator Busu. No. 

Senator Ciark. I just have a couple of questions, Mr. Sienkiewicz. 

I would like to start with the comment that I agree with my col- 
leagues that yours has been very helpful and useful testimony. In this 
committee we are accustomed on occasion to disagr ee W ith witnesses, 
we tend to speak our minds freely, but we hope it is always done in 
good humor. 

I would ask you if you would turn to your statement where you com- 
ment that it is not feasible to include monetary and credit comments 
and recommendations in the President’s report and also that to do so 
would alter the present position of the Federal Reserve Board within 
the Federal Governmént. 

You are aware, are you not, that these money and credit matters 
were commented on by the President in his Ec onomic Report during 
the first 7 years that the Employment Act was in effect ? 

Mr. Stenkrewicz. Yes, lam. 

Senator Ciark. I gather you think that that was a mistake and did 
not work out very well ? 

Mr. Srenxrewicz. Oh, no. The President or an agency under his 
jurisdiction can make comments and observations on prevailing condi- 
tions and that is right. But that is different from enacting anything 
that would mean an extension of power or implied pressure. 

Senator Crark. I think we are probably talking at cross-purposes. 
Let me restate what I have in mind. I do not think I made myself 
clear. 

During the years of the Truman administration, the President in his 
Economic Report used to comment and indeed made recommendations 
in connection with monetary and credit policies. This appeared to 
have been done, as far as I could tell, without any adverse effect on the 
independence of the Federal Reserve Board. 

In fact, it was in 1951, during the Truman administration, that the 
independence was reinforced by the accord which, as you know, took 
the Federal Reserve out of pegging the bond market. 

Mr. Srenxrewicz. Yes. 

Senator CiarK. Nevertheless, these comments continued to be made 
in the Economic Report. 

When a new Council of Economic Advisers came in under the 
Eisenhower administration, they stopped doing that. 

My question to you is: Is it your view that what was done under 
the Truman administration was wrong and should not be reinstated ? 
Some of us think it was right and should be reinstated. 

Mr. Srenkiewicz. You mean Federal Reserve support the bond 
market ? 

Senator Crarx. No, I am talking about the practice of the Presi- 

dent through the Economic Report commenting on monetary and 
' credit olicies, which was done consistently for 7 ¢ years and then 
stopped. 
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Those of us who support this legislation think the Truman admin- 
istration was right and the Eisenhower administration was wrong. 
And, therefore, we say in this bill that this is an attempt to express 
the will of the C ongress as indicating, since it controls the Federal 
Reserve Board, that C ongress would like to have the President’s views 
on these matters to help 1 it make up its mind whether it should legis- 
late further or attempt to exert any influence on the policies of ‘the 
Federal Reserve Board. 

I wonder why you think that is objectionable. 

Mr. Srenxiewicz. Well, again I say, Senator, that naturally I am 
not competent to say what one President meant and what another 
President means to do. It would seem to me that the Economic Coun- 
cil in discussing the whole economic picture should refer to credit 
conditions and policies and it does refer in the last report. 

Senator Crark. That is right. And particularly since we all agree 
that the Federal Reserve Board should be independent. I do not 
think there is anybody in the Congress that would quarrel with 
that—— 

Mr. Srenktewicz. That is right. 

Senator Crark. It really rather annoys me when people set up these 
strawmen about independence. We all agree the Federal Reserve 
Board should be independent. But if it is going to be independent, is 
that not all the greater reason for having the Executive comment when 
he disagrees with what the Federal Reserve Board is doing so that the 
Congress, which does have the power to control the Federal Reserve 
Board, can make up its mind whether it wants to change the condi- 
tions under which it operates? 

That is the basis on which the legislation is drafted. 

Mr. Srenktewicz. But, Senator, T would not put that into any law, 
because that privilege really exists at present. The President could 
inform the Congress what the Federal Reserve or any other agency is 
doing, and it is up to the legislature to appraise the comment. I do 
not think it is necessary to put it into the law. 

Senator Crark. I do not want to extend this, but can you conven- 
iently wait about 10 or 15 minutes. We have a quorum call and must 
go to the floor, and we will be back in about 10 minutes. We will not 
keep you long. 

(A short recess. ) 

Senator CLarx. The committee will resume its session. 

I am not clear whether we have an unanswered question or com- 
ment. Did you want to say something further, Mr. Sienkiewicz? I 

may have cut you off. I did not want to. 

Mr. Stenxtewrcz. The only thing, Senator, that I would add in 
considering the subject is that we must not forget the effect of mone- 
tary policy on the market, the money market, which is such a sensitive, 
delicate mechanism in our economy. Whatever we do, we have got to 
bear in mind that fact, because it upsets so many things, and people 
at times act irrationally. For that reason, I think that I am rather 
strong for the present arrangement. The responsibility of the Fed- 
eral Reserve Bank to Congress is a good provision and I am reluctant 
to disturb it. 

Senator Crark. You understand why we disagree. 

Mr. Srenxtewrcz. Yes, I do. 
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Senator Crark. One more brief line of questioning with relation 
to Professor Clark’s suggestion, which I think is interesting and cer- 
tainly should be studied. 

I am wondering what your opinion is, and this more or less follows 
the questions which Senator Bush asked you. What is to be gained 
by having another private organization? We have the CED. We 
have half a dozen foundations. We have the Rockefeller Bros. Fund. 
What good is one more going to do 4 

Mr. Stenkiewicz. I do not know, Senator, though it may. 

Senator Busu. May I make an observation on that / 

Senator CLark. Yes, but do you want an answer first / 

Senator Busu. He said he did not know. 

Mr. Srenkrewicz. That is where I am troubled, Senator, because 1 
agree with you that probably we already have too many agencies. 
We multiply them and pretty soon lose connection, coordination, and 
control over them. Multiplicity of agencies may become very trou- 
blesome. But we have to provide for some kind of mechanism once 
we set up a new area of influence. 

Senator Busu. The point in Professor Clark’s memo, which I have 
here and which I have just glanced through is that consumer interest 
is nowhere represented in these committees, exc ept vaguely, let us say, 
through CED and so forth. These are not connected with the 
consumer. 

As I take Professor Clark’s study here, what he points out is the 
importance of the body which would represent the consumer interest. 
That would seem to differentiate it from the others. 

Senator Ciark. Again I say it is an interesting suggestion. I will 
make a brief statement on the record which you can comment on if you 
wish. 

Those of us who drafted this bill had the view that when these ques- 
tions of price increases and wage increases—which I think we all agree 
can have an inflationary impact on the economy—get out of hand, 
there is or should be a partner, perhaps a silent partner, at the bar- 
gaining table within the unions and management. That silent partner 
is the people of the United States, who have a national interest in see- 
ing to it that this inflationary spiral should be stopped. The only 
way the people of the United States can really speak is through the 
Government of the United States, which they elect. Therefore, this 
measure which I have constantly char: acterized over the objections of 
some of the witnesses as a “timid little bill,” and I think it is, is an 
effort to bring the power of public opinion in the United States to 
bear on the wage and price questions in a small group of carefully 
selected industries which may affect the national stability, through 
the only way the people can do that, and that is through their Govern- 
ment and their elected head, the President. 

I for one believe that no matter who is President of the United 
States, he is going to be a good man. He is going to be a man of 
integrity and “intelligence and somebody that we can trust with this 
relatively small amount of power to call in the parties to a dispute, 
‘ask them their position, and then tell the people and the Congress 
what that position is. 

We had some witnesses the other day far less polite than you, and 
we got into a little. bit of a hassle and ‘I made the comment, perhaps 
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under some provocation, and maybe I should not have made it, that 
the attitude of some opponents of this bill is that “Daddy knows best.” 
They want to do these things behind closed doors and in smoke-filled 
rooms and have the Federal Reserve and Secretary of the Treasury 
decide on monetary policies, and the public, and the Congress, is let 
in after the event. This is true in the Defense Department. You can 
say the public is not mature enough. Maybe they are not educated 
enough, maybe they have some psychological blocks, and one thing 
and another, and daddy knows best. But this is the antithesis of 
our whole form of democratic government. I am not giving you a 
lecture. 

Mr. Sienkiewicz. I appreciate your comments. 

Senator CLark. Do you want tosay anything more ? 

Mr. Sienkiewicz. No, sir. 

Senator Cuark. Thank you very much. 

Senator Busu. Mr. Chairman, may we have consent to place this 
Clark pr oposal i in the record at this point ? 

Senator CLark. Yes, indeed. 

Senator Busu. Thank you very much. 

(The document referred to follows :) 


PROFESSOR CLARK’S PROPOSAL 


[Excerpt from a study of “The Wage-Price Problem” prepared for the American Bankers 


Association by Prof. John M. Clark, emeritus professor of economics, Columbia Uni- 
versity ] 
DIRECT PUBLIC ACTION ON PRICES AND WAGES 


Public action may range from general to highly selective, and from authorita- 
tive fixing of prices and wages to mere factfinding. Remembering that rem- 
edies should be proportionate to the severity of the problem, and that the 
current dimensions of the problem are very moderate, it is understandable that 
practically no one proposes the general use of authoritative controls to deal 
with the present situation. 

The experience of World War II left a widespread conviction that the in- 
definite use of such controls in peacetime would be fatal to the essential char- 
acter of a private-enterprise economy. It may be worth while to recall that 
the wartime controls were adopted with the utmost reluctance on the under- 
standing that they were temporary emergency measures; and that it was vir- 
tually impossible to maintain them after the end of the war, though they could 
have been of service in at least the early stages of demobilization. 

They were necessary because the wartime excess demand was too great and 
too onesided to be successfully neutralized by fiscal and credit measures, while 
mobilization by price would have produced violent and self-defeating distortions. 
None of these features are present now. What is even more to the present 
point, the wartime controls demonstrated the capacity to slow a potentially 
runaway inflation down to an accelerated creep, but not to eliminate the creep, 
despite resort to a general price-freeze, and later to a hold-the-line order. 

This experience affords no basis for expecting such controls to stamp out a 
slow inflationary creep. This is well to remember if we are tempted to resort 
to them for that purpose because less drastic controls have failed to accomplish 
it. War-type controls would presumably fail also. 

Actual proposals for direct controls of prices and wages, to deal with the 
eurrent type of inflation, generally contemplate limiting the controls to a few 
industries which are large and important, are highly concentrated, have played 
a leading role in price-wage spiral movements and are judged to have a bell- 
wether quality. Consideration of such controls might be placed on the agenda 
of an inquiry focusing on the steel industry, which is a leading candidate on 
all four grounds, but might raise objection to being singled out. Action on 
prices might be limited to the power to suspend increases suspected of an im- 
portant inflationary effect, pending inquiry. 
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At every point, difficulties would be presented by criteria for selecting indus- 
tries, type of action, and agency.’ Inquiry might lead to findings of fact only, 
or to recommendations with or without enforcibility. Enforcible orders 
would need to observe judicial safeguards and procedures which would make 
action cumbrous, where flexible promptness is of the essence. The need for 
considering hardships inflicted on poorer competitors might lead to findings 
too cautious to be effective in preventing a slow creep. Where wartime price 
orders allowed a range, prices were sometimes raised to the maximum. And if 
hurdles are placed in the way of raising prices, this may make firms more re- 
luctant to reduce them where reduced costs would permit. 

Advisory recommendations might be less bound by judicial requirements of 
due process, but are fully dependent on voluntary compliance instead of only 
partially so, while the pressure reinforcing voluntary compliance is that of 
public opinion. This depends on active influence by a well-informed minority, 
with more general support from larger numbers who have sufficient interest 
and information to give expression to the most-neglected interest in such cases— 
that of the consumer—and to weigh it fairly along with other interests. 

Whether public opinion could be well enough informed, and well enough bal- 
anced and able to hold a sufficiently sustained interest in a sufficient number of 
cases, remains an open question, and a highly important one. 

It is sometimes proposed to restrain price increases while leaving wages un- 
controlled, hoping that this may influence the course of wages indirectly, by 
stiffening the resistance of employers to inflationary wage demands. A variant, 
intended to avoid the difficulties of price control, is J. K. Galbraith’s proposal 
that an employer granting a wage increase should be debarred from raising 
prices for 6 months thereafter. 

Such a dual-purpose plan might well encounter the combined opposition of 
employers and a great majority of workers. As to the effect of either kind of 
plan, one clear probability is that unions would refuse to abate anything of their 
wage demands, many of which the employers would feel they could not absorb. 
In that case, the result might be a series of unusually stubborn strikes. 

On that score, the postwar history of the steel industry is not reassuring. 
If repeated and prolonged strikes are an index, the industry has bargained stiffly ; 
and in the resulting settlements it has led the procession in wage increases, in 
inflationary excess of wage increases over productivity increases, and in price 
increases. 

As for findings on wages, we have seen why they are bound to allow con- 
siderable latitude, even if the inflationary character of the industry-by-industry 
standard were more widely understood than it seems to be at present, and if 
boards or arbitrators took the economywide average increase in productivity 
as an initial prima facie guide to a noninflationary wage. It seems that they 
would encounter so many well-founded grounds for exceptions, most of which 
could be counted on to be in an upward direction, that they would end with 
something very like a compromise with the industry-by-industry standard, being 
driven to this by pressures that would prove irresistible. 

So far, our search for remedies has revealed numerous ways of putting ex- 
ternal restraining pressures on the exercise of the powers and discretions pos- 
sessed by the parties to bargain on prices and wages in the current type of 
economy. In the aggregate, these pressures appear capable of having material 
effect. Moderate degrees of these pressures are already exercised, and it seems 
likely that they deserve some credit for the moderate extent of the present in- 
flationary trend. But our search has also revealed limitations, sources of re- 
sistance, and means of evasion, which preclude confidence in an ideal result. 

The effectiveness of any remedies depends on an attitude of understanding 
cooperation. To the factors underlying such an attitude we may next turn. 


7. The basis of a voluntary system: responsible attitudes guided by understand- 
ing of requirements. 

In dealing with this problem, it is clear that in our group-organized economy, 
intelligent action by private bodies in the pursuit of their particularistic interests 
is not enough. Numerous leaders, from President Eisenhower down, have called 
for more responsible attitudes toward the public interests involved. What may 
be less obvious is that this also is not enough, without a clearer and more wide- 
spread understanding of what the public interest requires in this connection. 





1For an excellent analysis of different possibilities of public action, see Emmette S. 
Redford, Joint Congressional Committee, 1959, Study Paper No. 10, 29 pages. 
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In the latest steel dispute, the union presented demands that would clearly 
raise costs, the employers stood out for their version of a noninflationary wage 
adjustment (meaning one that would not raise costs) while reserving their own 
final judgment as to that part of a noninflationary standard which is concerned 
with price and profit policies. In the resulting deadlock, the public interest 
boiled down to the paramount need to make some kind of compromise that would 
keep the industry running after the expiration of the 80-day Taft-Hartley 
cooling-off period. Of the compromise that resulted, the best that can be said 
on this score is that it is less inflationary than some previous compromises in 
this industry; but since they were leaders in the inflationary procession, that is 
small praise. 

The need for voluntary restraint presents a problem rather than a solution; 
a problem as to how effective it can be and how it can best be promoted, back 
of which lies the problem of the standards of economic conduct which it calis for. 
It is a fundamental principle of any society based on voluntary action that the 
amount of freedom than can be retained—freedom from public controls on the 
one side and from the coercions of private actions on the other—is measured by 
the extent to which the need for public coercion is lightened by the members’ 
voluntary acceptance of the requirements of living together. In the present case, 
the members include powerful organizations which established quotas of economic 
discretion and power; and the required restraints are not obvious and simple, 
as should be evident from the preceding analysis.. Preliminary progress has 
been made. If it is to become effective, it will require understanding leadership 
and the development of appropriate representative agencies for formulating 
standards and disseminating them. 

In the absence of these elements, skepticism of its efficacy is widespread, and 
is amply warranted. The unimplemented approach has been effectively ridiculed 
by Ben W. Lewis, under the title of “Economies by Admonition.”? He pictures 
the demand for responsible action as a call to substitute altruism for private 
interest, and in its vague light to solve an insoluble complex of problems as to 
what the true interest of society really requires. 

This exaggerates the problem and minimizes the available resources for 
dealing with it. The problem is one of restraint on self-interest, not its displace- 
ment in favor of altruism; and the indentification of noninflationary behavior 
does not present an insoluble complex of problems, but is quite comprehensible, 
and capable of being much more widely understood than it is. 

Admonition alone will not supply this ingredient. It calls for organizing and 
mobilizing the forces of economic understanding in such fashion that the results 
may reach and fertilize policy. This is best promoted by enlisting the active 
participation of those who make and carry out policy on prices and wages, at the 
same time that their thinking and their preconceptions are challenged in con- 
structive fashion by people grappling with these problems constructively from 
the public standpoint. That indicates that representatives of business and labor 
shonld he in the process but not in the control of it. Otherwise, they would be 
too unlikely to modify their preconceptions, which in turn are likely to lead to 
dea . .k or to inflationary lines of least resistance. In addition, there is need 
of widely informed public opinion, such as can be promoted through active dis- 
cussion by many sorts of interested groups and agencies; and their work will 
be made more effective if competent analysis, such as is available, is systemati- 
cally presented to them. 

This affords a problem in organization, for which a wide variety of suggestions 
have been made, involving different principles of method and strategy. There 
are parts of the work than can presumably be best done in isolation from such 
things as a specific labor dispute, but not in such complete isolation that the 
results are in danger of appearing irrelevant to any particular policy decision. 
The ultimate end in view is to influence such decisions. 

One of the most delicate functions of liaison in such an organization would be 
a two-way litison between the more generalized studies and specific policy deci- 
sions, in which each would supply materials to the other, and interchange be- 
tween them might progress as fast as conditions proved to be ripe for it—which 
might not be very fast. A general body could hope to issue reports that would 
be useful in promoting understanding; but it may be optimistic to hope that the 
time might come when it could usefully follow the examples of the British Cohen 
committee in suggesting limits for wage increases for the coming year. If such 


3 See his paper of that title in American Economic Review, May 1959, No. 2, pp. 384-398. 
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suggestions were attempted before the interests concerned were ready to give 
them some weight, they might be worse than ineffective. The foundations need 
to be laid by effective and patient clarification of issues. The importance of this 
work, and of effective organization for it, is greatly beyond the possibility of 
overestimate. 

Numerous problems of organization arise. Should the body in question be 
active only at intervals or should it be a standing body? Should it consist of, 
or be headed by, public officials; in which case should it be a cabinet committee 
or an enlargement of the work of the President’s Council of Economic Advisers 
or of the joint congressional committee, or independent of all these? Should it 
have a permanent staff, and if so, how should that staff be related to existing 
bodies, public and private, from whose investigations it should draw material? 
To what extent does its orientation differ from those of these existing bodies in 
ways that would require independent gathering of material? 

As to scope of study, one notes that there are studies directed to monetary 
policy and other studies directed to the impact of price and wage policies, both 
oriented at the problem of inflation. The result is that neither one can appraise 
the effect of its subject matter on inflation without taking into account the way 
in which its action is conditioned by the subject matter of the other. Does the 
resulting overlapping study represent the best division of labor? 

If it is decided that there should be a basically private body, it must be initi- 
ated and organized somewhere, as the National Commission on Money and 
Credit was set up by the Committee for Economic Development, or as the suc- 
cessive meetings of the American Assembly are sponsored by Columbia Univer- 
sity. Rarely does an issue command such intense and widespread interest that 
a completely new organization may be formed around it which will—in these 
days of organizational inflation—command general and serious attention. In 
any case, one of the major ends in view is liaison between the backgrounds and 
viewpoints of public officials and of private individuals and groups, representa- 
tives of special interests and of varied viewpoints on the community interest. 

Arthur F. Burns, former Chairman of the President’s Council of Economic 
Advisers, has proposed that the Advisory Board on Economic Growth and Sta- 
bility including Cabinet officers and Presidential advisers, be converted into a 
standing body, meeting regularly under the chairmanship of the President, and 
equipped with staff... In that case, workable relations should presumably be 
set up.with an interdepartmental committee under the chairmanship of the 
Chairman of the President’s Council of Economic Advisers. Dr. Burns also 
approved the private commission set up by the Committee for Economic Develop- 
ment. The hearings of the joint congressional committee on the President’s 
Annual Report afford a mine of material deserving systematic utilization by 
competent groups in addition to the reports of this committee itself. John 
Dunlop has proposed a 3-day conference of leading representatives of labor 
and management, convened by the Secretary of Labor, after the committee’s 
hearings have been made available, which would receive analyses of the eco- 
nomic outlook from the Secretary of the Treasury, the Chairman of the Presi- 
dent’s Council and other key public officials.® 

The present writer would be inclined to stress the importance of a body con- 
sisting of private personnel in which representatives of special-interest groups 
would constitute a minority, of a standing character and equipped with staff, 
which would make available not only arrays of factual material, but profes- 
sionally competent economic analysis, carried to the point of showing its impli- 
cations for policy. 

From among these and other proposals it should be possible to select appro- 
priate and promising instrumentalities for backing up appeals for responsible 
conduct with cogent analysis of what kind of adjustments this calls for, so that 
the combination may stand some chance of influencing actual behavior. 

This task is enormously difficult. It needs to embody principles that are 
simple in their essence, such as the basic arithmetic we have discussed. When it 
comes to application, it is necessary to give sufficient recognition to the varied 


8 By way of illustration, one might cite the report of the 14th American Assembly: 
-“U.S. Monetary Policy” ; and of the 15th: “Wage, Prices, Profits, and Productivity.” Both 
deal with the problem of inflation, and exhibit the salutary overlapping mentioned above. 
This is an example of the private, occasional body, without continuing organization for 
dealing with this problem. 

4See 14th American Assembly, op. cit., pp. 217-218, ef. pp. 88, 113. 

5 See 15th American Assembly, op. cit., p. 148. 
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conditions that have to be reckoned with, without losing sight of the principles 
and lapsing into empty platitudes. Suppose this task is reasonably well ac- 
complished, how much can it be expected to accomplish? The answer probably 
is: not very much in the closely visible future. In time, it might make media- 
tion or factfinding more effective in the direction of less inflationary settlements ; 
but only to the extent that it succeeded in modifying attitudes on both sides 
which appear at present .to be firmly held by those in the seats of power. This is 
a long-term undertaking. 

But it is a necessary undertaking if we are dissatisfied with the slow creeping 
inflation which appears to be the best result we can hope for from the other 
remedial policies we have discussed, and if we want to go on working for further 
improvement, without incurring the greater evils of general and direct control 
of prices and wages, or the really drastic restriction of production and employ- 
ment that would result from a determined attempt to stamp out inflation by 
severely restrictive fiscal and credit policies in the face of the existing down- 
ward inflexibilities of prices and wages. The indicated probability is that we 
shall be living with a slow creeping inflation for some time, unless we are so 
unwilling to tolerate it that we resort to remedies carrying alternative evils that 
are worse—and perhaps even then we should not fully attain the desired price- 
level objective. 

8. CONCLUSION 


As regards policy toward the effect of price and wage policies on inflation, 
the implications of the present study point to avoidance of compulsory controls 
of prices and wages, and avoidance of the more subtle temptation to rely on 
fiscal and credit restrictions to do more in the way of restricting increases in the 
price level than they can properly and safely be called on to do. With regard 
to the special problem of the international exchanges and the drain on this 
country’s gold supply, this appears to want watching; but does not appear to 
call for either a raising of the dollar price of gold, or a reversal of the policy 
of promoting freer international trade, in favor of a revival of national protec- 
tionism. Within these limitations, this study points toward prudent and circum- 
spect experimentation on a variety of fronts, supplemented by efforts to induce 
the voluntary abolition of less inflationary bargaining behavior by a combination 
of investigation, consultation, and mutual education, rather than by mere 
exhortation to more responsible conduct. 

Assuming that these methods are used in combination, with reasonable suceess, 
the best prospect for the coming decade appears to be a gradual diminution of 
the inflationary gap between wage rates and productivity, by moderation of 
Wage-rate increases and somewhat more rapid rise in productivity, accompanied 
by some increase in downward price flexibility, until the overall course of prices, 
including the flexible ones, becomes mildly fluctuating and uncertain, and the 
expectation of future inflation dwindles until it ceases to be a substantial ag- 
gravating element. If this happens gradually, the abnormal premiums attached 
to inflation-hedging investments may shrink to a more rational capitalization 
of expected material growth (as distinct from price inflation) without disastrous 
collapse. One hopes that the moderate decline of the stock market now taking 
place (January 1960) may prove to be an adjustment of this salutary sort. 

To sum up: So long as the inflationary trend maintains its present slow place, 
it is not necessary to eliminate it completely this year or next, but it is neces- 
sary to Start working on it more effectively than at present. In the words of 
Arthur F. Burns: “Fortunately, we still have time as a people—though by no 
means unlimited time—to arrest the growing belief in the inevitability of infla- 
tion and to organize our economic affairs so that faith in the integrity of the 
dollar may be reestablished.” ° 


Senator Crark. Thank you very much, sir. 
tained you. 

Mr. Smenxrewicz. Thank you, Mr. Chairman. 
be at your service, a modest service as it is. 

Senator Ciark. Our final witness is Dr. Edwin G. Nourse, former 
chairman of the Council of Economic Advisers. 


I am sorry we de- 


It is a pleasure to 





®See “Monetary Policy and the Threat of Inflation,” in U.S. Monetary Policy, 14th 
American Assembly, p. 213. 
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Dr. Nourse, we are very happy to have you with us today, and look 
forward to your testimony. Do you have a prepared statement ? 

Dr. Nourse. No, sir; I do not. 

Senator Ciark. Will you then please just proceed in your own way. 


STATEMENT OF DR. EDWIN G. NOURSE, FORMER CHAIRMAN, 
COUNCIL OF ECONOMIC ADVISERS 


Dr. Noursr. You have qualified me in one sense as having gone 
through the experience of trying to shape up initially the work of 
the Council of Economic Advisers in the executive branch under the 
Employment Act. 

Senator Ctark. When did you take office and for how long did you 
serve, sir? 

Dr. Nourse. I was the chairman of the first Council that was sworn 
in on August 7, 1946, and I served until November 1, 1949. 

Senator CLark. What had been your previous experience ? 

Dr. Nourse. I think that is pertinent to my qualifications. I had 
had some years of teaching experience in various parts of the country. 
Then for 24 years I was a member of the staff, and eventually vice 
president, of the Brookings Institution. 

My professional field has always been that of prices, market insti- 
tutions, as bearing upon it, and income relationship. So it was a field 
which was quite suitable to the sort of problems which were posed. 

Senator Ciark. One further question. What have you been doing 
since you left the Council of Economic Advisers ? 

Dr. Nourse.’ Since that time I, of course, have been nominally re- 
tired, and have used such leisure as that gave me to continue to study 
the problems as they emerged under the Employment Act and the 
basic problems of the functioning of a free enterprise economy or 
“mixed system” as we often refer to it. I have done a good deal of 
lecturing and have written one extensive book called Economics in 
the Public Service,” which discusses the first 7 years of the Council of 
Economic Advisers and the Joint Economic Committee. 

Senator Crark. Thank you, sir. 

Now tell us your views on the pending legislation. 

Dr. Nourse. I will be quite brief in this, because I think the Sena- 
tors have some things which they would rather like to interrogate 
me on. 

I have enjoyed listening to all the witnesses thus far. I would Join 
in what seems to me not quite a consensus but practically a consensus 
that the purposes of both of these bills are thoroughly in line with 
the spirit of the Employment Act. They are thoroughly in step with 
the situation of the economy, and, everyone, I think, practically agrees 
with the purposes of both of these bills. But there are two schools of 
thought with reference to the price stability issue, and our various 
=e have brought out many shades of opinion on details of the 

ills. 

You referred to yours as “a timid little bill.” I would have called 
_ it a cautious bill, a prudent bill, that its section 7 considered what new 

' steps could be taken, and yet not overreach the capacities of an initial 
amendment, because that is what this would be. The Bush bill was 
more limited than yours. If yours was a timid one, I do not know 
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just how we would describe S. 64, because in the main it goes no 
further than to underline this one purpose of price stability. Your 
bill definitely goes somewhat further than that. There is, however, 
one feature of the Bush bill which I think calls for comment, and it 
was one of the details on which other witnesses who approved the 
general purpose of the bill, have some question. This is the small sug- 
gestion as to fuller quantification that should be included in the Eco- 
nomic Reports of the President. 

That, of course, comes out still more strongly in section 6 that is 
proposed to be added by the Clark-Reuss bill. The point that I would 
want to make was also made by Chairman Saulnier and by others, 
and you raised a point with reference to it, Mr. Chairman. You 
may want to pursue that now. That is that there has been in recent 
years a very considerable enlargement, and I think I can say im- 
provement, of the tools of the economics profession going toward 
econometric measurement, going toward the making of projections, 
in some cases rather elaborate econometric models, and resulting in 
many cases in forecasts and certainly a considerable amount of eco- 
nomic planning—some people are still allergic to that word—to more 
intelligent and better documented planfulness in both the private and 
the public sectors of the economy. 

I think one point is very much worth mentioning here. I wish that 
Senator Proxmire were still here, because he touched on a matter that 
you have, too, I think. Criticism of undue reticence in the use of 
quantification has been expressed by a number of witnesses. Others 
maintain that these are not things which should be written into the 
bill or required by the bill to be incorporated in his Economic Report 
by the President. 

The point here is not conveyed by the word “secrecy,” which has 
been applied to a matter of quantitative estimates. The fact is, I 
think, that the methods used are so technical and the results are of 
such a, let us say, provisional character, that they cannot be reduced 
to simple statements. If one attempts to reduce them to a simple 
statement of fact on which to take a position and to base policy 
clearly upon these estimates, then they become misleading or even 
mischievous. This touches on the question you raised, Senator, as to 
what was done while I was chairman of the Council. Dr. Colm, 
then on our staff, had been one of the pioneers in developing methods 
of this sort. We also had one or two other staff members that I re- 
cruited largely because they had been pioneers in that work, and they 
brought a great deal of those techniques to bear on the problem of 
analysis for the President’s reports. 

Now, to be directly responsive to the question you raised, sir, some 
members of the staff at that time were quite enthusiastic as to these 
new devices and the product of them and wanted to have the results 
of these most highly a dioea techniques used expressly in the reports 
of the President. My position was that those calculations were of 
great value within the staff of the Council in perfecting their analy- 
sis, in contributing to staff discussions, within the Council itself, to 
see what insights they might give. These methods will not give 
“answers,” but will give insights as to what would be the evaluation 
and the recommendation that we would be disposed to lay before the 
President. 


52356—60——23 
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Some of our staff members were convinced that those results were 
sufficiently trustworthy and understandable that they should be in- 
corporated in the reports of the President. Frankly, I was not ready 
to bank on these qualifications, and when Mr. Burns came in, he took 
an even somewhat more restricted view of their place in a public 
document. I think it was essentially in the same spirit as mine, but 
a little different, in that I allowed some things to go in which I 
thought were a little questionable, so that we should not fail to get 
whatever guidance we could from these measures. 

Senator CLarKk. Dr. Nourse, do you think there has been any prog- 
ress in the art and in the techniques in this field during the 10 years 
since you left the Council? 

Dr. Noursr. Oh, yes, there is no question. 

Senator CLark. So there might be a better case for incorporating 
some of that information now ? 

Dr. Nourse. No, I think not. 

Senator Ciark. You think not? 

Dr. Nourse. I think not. The problems along the new frontier 
are perhaps even more technical and difficult. Dr. Colm has, I think 
very ably, showed the way in which these methods can be used safely 
in setting up targets, in stating explicitly the alternative assumptions 
which would give not a single forecast but a band of possibilities 
within which you can continue to study the problem in the light of 
whether those assumptions—or which one of those assumptions— 
seemed to be proving more valid. 

Senator Ciark. I wonder if you would mind turning to S. 2382. 
Do you have it before you? 

Dr. Nourse. Yes, sir. 

Senator CLark. Give us your views as to whether subsections (a), 
(b), (c), and (d) are desirable or whether you think they are not, 
whether you think they should be changed to any extent. 

Dr. Nourse. Well, subsections (a) and (b) relate to what I have 
been talking about. I would say definitely that I should like to have 
the Employment Act stand as it is, and not try to have an amendment 
which pushed the executive branch farther in that direction. 

Subsection (d) is a different point. 

Senator Ciark. Just a minute. If you were trying to report out 
the bill, would you delete subsections (a) and (b), or would you 
change them in some way? 

Dr. Nourse. Well, in a hasty look at them, I would say delete 
them. 

Senator CLark. How about subsection (c) ? 

Dr. Noursr. Now, subsection (c) is a different matter and one 
which is quite interesting. It is a provision for discretionary periodic 
transmittal of supplementary or revised recommendations. I think 
that also is superflous. In fact, the general tenor of subsection (c) 
of section 6—of making this an instruction manual to the President— 
seems to me ill-advised. To paraphrase an old saying, you can lead 
the President to the writing desk, but you cannot make him write. 
If these things were put in, he still would decide in consultation with 
the Council of Economic Advisers how much quantification he would 
be willing to commit himself to and what he thought would be 
dangerous. 
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Senator Crark. This is true, and, of course, he should have that 
discretion. But the point of view of the draftsmen was that certain 
things were done while you and your immediate successors were In 
charge of the Council of Economic Advisers which were helpful, not 
only to the general public but also to the Congress, In giving us more 
detailed information about the state of the economy ; that these things 
are no longer done. The purpose of this very mild bill is to call to 
the attention of the President, if the bill is enacted, that the Congress 
thinks he should resume what was done before. I am sure we could 
accomplish the same thing by a joint resolution. 

Dr. Nourse. I think that tends to exaggerate the difference be- 
tween earlier and more recent practice, except for one point, and 
there I am very glad to say I think that we had a practice which 
might profitably be resumed. This refers to the matter of supple- 
mentary reports. This touches the matter of implementation of the 
policies set forth in the annual Economic Report. The President 
sends messages to the Congress which pick up seriatim many things 
which are in his annual report. Those are supplementary, but they 
stem from the broad statement of policy which is properly included 
in the Economic Report, going into details and into the realm of 
action. My general attitude on this is that we should not try to 
get operational features into the act, but let it remain a_ policy 
statute. 

In line with what you just suggested, that the Congress felt that 
they should get more information about the economy as the year 
progresses, I would like to accept that. As for myself, I initiated 
the idea of a midyear report, a formal midyear report of the 
President. 

Senator Ciark. This is now subsection (c) you are discussing ? 

Dr. Nourse. Yes, sir; I am talking about subsection (c). 

The reason for a midyear Economic Report is this: However wise 
and sound aid corvect, if you please, the analysis of the situation and 
the statement of policy made in January, things will change by mid- 
year, and I think here we have the counterpart of the budget situa- 
tion. The budget message does the best job it can as of January, but 
in late July or August, when the fiscal year is ended, the Bureau puts 
in a supplementary report which brings things up to date. It seems 
to me that the midyear Economic Report which I initiated with the 
President’s approval and which continued, I think, throughout that 
administration—but was abandoned by this administration—I think 
it had a real usefulness. 

In addition to a midyear report the Council in discharging its duties 
made monthly memoranda to the President and a little more extensive 
memorandum quarterly. The point that you have in mind of keep- 
ing in continuous touch with developments is recognized in the Execu- 
tive Office. 

In one instance, when a price-wage controversy was up which af- 
fected the public interest, I thought that it was so important that we 
drafted a quarterly memorandum in some length dealing quite defi- 
nitely with that situation. In line with the spirit of your bill I felt 
that a quarterly memorandum would have such an important and 
informative effect on the public, by defining the issues, that I sug- 
gested to the President that it would be wise to give it publicity. He 
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had me present the draft at a Cabinet meeting and asked the Cabinet 
what their judgment was. They concurred, and the memorandum 
was given publicity. That could be done at any time within the 
structure of the present act. So I think that subsection (c), while 
I thoroughly agree with the principle, is superfluous. 

Senator Ciark. The reason it is not superfluous is that he is not 
doing it and has not done it for the last 7 years. 

Dr. Nourse. I would like to make this point clear, Senator, that 
it seems to me that the Congress in its wisdom set up a wonderfully 
well-balanced and adequate machinery in putting at the legislative 
end of the avenue a Joint Economic Committee which is the counter- 
part of the Council of Economic Advisers in the Executive Office. It 
is an analytical research committee, and it can make recommenda- 
tions. Also, it has repeatedly called attention to the fact that the 
majority or the minority, as the case may be, felt that the President 
had not covered the things that should be covered, or had not given 
the emphasis he should, and that criticism has had wide publicity. 

So it seems to me that the machinery for accomplishing these ex- 
cellent purposes was all embodied in the original act. 

Subsection (d) is a horse of a different color in my judgement. 
Recommendations as to monetary and credit policies raise the same 
questions of quantification, but they also raise an entirely different 
order of questions. Well, not an entirely different order, because it 
touches again the issue of what can wisely and helpfully be put in 
public documents and what should be done not “in secret” but—I do 
not know how to describe the thing—as a conference between parties 
who are required to deal week-to-week and day-to-day with matters 
that are in flux and that require an accommodation of different con- 
siderations so that policy and action will be broadly based and will 
be decided on balance. 

_I would like to make a point here—if I may be a little bit profes- 
sorial for a moment—that the general reasoning of the amendment 
takes a little too seriously or too literally the idea of economic analysis 
giving policy answers. I think that economic analysis and all these 
techniques that we have spoken of give great insights and a solid in- 
tellectual foundation for policy. But I wrote a speech shortly after 
I left the Council which I entitled “Economic Analysis and Political 
Synthesis,” in which I made the point that the Council should lay 
all its analytical conclusions before the President and the Cabinet, 
but that the President would have to weigh, as he is instructed in the 
Employment Act, section 2, other considerations of public policy. 
He has to weigh the whole situation and then make his determina- 
tion of what policy to adopt. That is very definitely true in the area 
of monetary policy and relations with the Federal Reserve Board and 
is the basis of my special dissent from the proposals of section 6(d). 

The point has been made in previous testimony in these hearings 
and in the statement of Chairman Martin or Vice Chairman Bal- 
derston last year in the House hearings, that informal, friendly and 
cooperative interchange is needed between the Federal Reserve Board 
and the executive branch. This would include the Council of Eco- 
homic Advisers and the Advisory Board of Economic Growth and 
Stability, which is an organization for reviewing the whole range of 
economic policy in its perspective. Monetary policies need to be 
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kept flexible, but under the most expert consideration and considera- 
tion in the broadest scope. My first position, therefore, would be that 
there would not be any occasion to write section 6(d) specifically 
into the bill. But, second, I have a strong objection to its terms. It 
seems to me to call upon the President to parade before the public 
the differences which at some particular time may be unresolved as 
between the two agencies, but that it would not promote any construc- 
tive approach. It would tend to add to public confusion and some 
friction within the agencies, and I believe you get a better accommo- 
dation and settlement on balance and a greater flexibility for adapt- 
ing the changing situations if you do not try to make those things so 
explicit. 

Senator Ciark. I think the other side of the case has been made so 
fully heretofore that it is not profitable to pursue it. I certainly 
understand your position and respect you for it. 

How about section 7 of S. 2382? 

Dr. Noursr. As against other witnesses that have been before you 
I take a mild position, but I do not think it is a mugwump position. 
That is, I approve the purpose of the amendment, because, to quote 
a sentence from Dr. Colm’s testimony, “this proposal expresses the 
need for approaching the price problem in a new fashion, supplement- 
ing the traditional approaches.” I believe we need to explore a ter- 
ritory beyond the regulatory concepts which have been traditional 
with us—and, quite specifically, beyond the antitrust approach that 
we have been using since 1890. On the other hand, I have real mis- 
givings as to the detailed provisions of the section as it stands, and I 
was gratified that you indicated earlier that you are considering 
redrafting it. 

If I had time, I would like to elaborate my belief that in the task 
of interpreting the Employment Act and the work of the Economic 
Advisers Council and the Joint Economic Committee we should 
strengthen the antitrust approach. But I agree thoroughly with 
what several witnesses and others have suggested that there is an area 
beyond that which could be reached through judicial procedures. 
Section 7 addresses itself to this area, and we should continue to ex- 
plore it and probably get legislation. The point I want to stress 
there is that it should be in the form of a supplementary act in the 
operational area rather than in an operational amendment introduced 
into a general policy act. 

Senator Crark. Thank you very much. 

Senator Bennett ? 

Senator Bennetr. Mr. Chairman, I did not hear much of the testi- 
mony. I have some material I want to insert in the record. I will be 
happy to wait until the questioning of the witness is finished, or I 
can insert 1t now. 

Senator Ciark. I have no questions. 

Senator Bush? 

Senator Busu. No. 

Senator Bennerr. Mr, Chairman, on the first day of the hearing 
we heard from Dr. Gardiner C. Means. In studying the statement 
he made to this subcommittee and comparing it with a statement made 
by Dr. Means before the Antitrust and Monopoly Subcommittee of 
the Senate Judiciary Committee a year ago, I find the two statements 
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are very similar. The base periods, statistical analyses, and con- 
clusions in Dr. Means’ recent statement are almost identical with his 
statement of a year ago. 

At that same hearing before the Antitrust and Monopoly Subcom- 
mittee, Simon N. Whitney, Director of the Bureau of Economics of 
the Federal Trade Commission, made a statement in which he com- 
mented in some detail on Dr. Means’ testimony. Since the theories of 
Dr. Means and the statistics he offered concerning inflation in the 
past 6 years have formed the heart of the case in support of S. 2382, 
it is appropriate that we enter into the record the penetrating analysis 
of Dr. Means’ theories and the conclusions Mr, Whitney has drawn. 

Illustrative of the sharp conflicts bet ween the analysis made by Mr. 
Whitney and the theories of Dr. Means, is Mr. Whitney’s conclusion 
that the increase in prices in the steel industry have accounted for less 
than 1 percent of the rise in the Consumer Price Index since 1953. 
You will recall that Dr. Means observed that almost two-thirds of 
the increase in the Wholesale Price Index was attributable to steel 
price increases. Mr. Whitney’s statement also provides an impressive 
rebuttal to the testimony of Dr. Means concerning the profit-push of 
the steel industry and the impact upon the industry of the increase 
in its labor costs. 

Therefore, I would like to submit Mr. Whitney’s statement and the 
accompanying tables for the record. 

(The statement and tables referred to follow :) 


STATEMENT OF SIMON N. WHITNEY, DrRecToR, BUREAU oF ECONOMICS, FEDERAL 
TRADE COMMISSION 


In view of the wide publicity given by the Congress and the press to the 
statistics presented by Gardiner C. Means before this subcommittee in January 
(among other examples, see Congressional Record, Jan. 27, p. 1085, “completely 
dissipated” false notions about the present inflation; Feb. 9, p. 1959, his statis- 
tics “require * * * some answers”; Feb. 23, p. 2551, “dramatic and persuasive 
analysis” of inflation and “the cost of living’ in this paper and in one before 
the Joint Economie Committee; Feb. 23, p. A1312, “the effect on the cost of 
living is obvious”; Feb. 25, p. A1427, “a brilliant analysis”; Mar. 2, p. 1584; and 
Washington Post, Feb. 8, p. E2, “he has married economic theory to economic 
fact,” and p. E6, lead editorial), I shall speak only on them. 

Despite their contribution to price analysis, I believe they left a misleading 
impression: That the most recent inflation has been caused by management seek- 
ing to increase profit margins too much (Dr. Means’ mimeographed statement, 
p. 5) especially in steel. My opening comment will be that his statistics are 
irrelevant to the recent rise in consumer prices, and I shall then criticize at 
two places his analysis of responsibility for wholesale price inflation. 

But, first, my statement has not been seen or approved by the Federal Trade 
Commission and I am speaking for myself only; much of my argument is in 
footnotes and appendixes which I shall not read; and in reading numbers I 
shall in all cases round them off to the nearest whole number. 

Preliminary point: Irrelevance of the statistics to the most recent rise in 
consumer prices. 

Most people, as I have checked by asking, think of the recent inflation in terms 
of consumer prices. Dr. Means discussed wholesale prices only. He has been 
quoted as though he had explained the recent rise in the cost of living, but he 
himself repudiates this use of his material. It will explain consumer prices 
only if and when the influence works around to them. Wholesale prices in 
‘concentrated industries do not dominate the cost of living. Eight or fewer com- 
panies controlled 50 percent of the 1954 shipments of 648 product classes in 
manufacturing, their shipments averaging $217 million each. (Calculated from 
this subcommittee’s report, “Concentration in American Industry,” 85th Cong., 
ist sess., 1957, pp. 166-193.) 
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But these concentrated products are far outweighed by the sum of the follow- 
ing: Administered prices in the 483 unconcentrated industries shipping an 
average of $228 million each, nonadministered wholesale—especially farm— 
prices of imported goods, sales taxes, and costs of distribution and services. 
Services alone constitute 38 percent of consumer expenditures. 

What has, in fact, been the importance of steel to the recent rise in the Con- 
sumer Price Index? Table I shows the components of the index for the year 
1953 and December 1958, the period Dr. Means was discussing. (His own 
statistics closed with October. Incidentally, the entire rise in the Consumer 
Price Index occurred between March 1956, when it was still below its 1954 level, 
and July 1958, when it reached the level it has held since.) 

The most rapid increase has been in medical care, 21 percent, followed by 
personal care, 14, transportation, 11, and housing, 9. The composite index 
increased 8 percent. Due to the great weight given food and housing, these 
two components accounted for 54.4 percent of the total increase. Transporta- 
tion and medical care accounted for 28.5 percent, and personal care, reading 
and recreation, apparel and miscellaneous for 17.1 percent. 

The very names of these categories (like personal care), and their weights, 
indicate how little the simultaneously rising price of steel could have entered 
into the rise in the Consumer Price Index. Table II shows that the principal 
items containing any important direct steel component make up only 17.45 per- 
cent of the composite index. If, as is likely, cost of steel averages perhaps 
one-tenth of the retail price of such items, the 34.6 percent price increase in 
steel between the years 1953 and 1958 would not be expected to raise the whole 
Consumer Price Index by as much as 1 percent. (The formula is 17.45 percent 
times 10 percent times 34.6 percent=0.60 percent.) The Bureau of Labor Statis- 
tics index of steel mill product prices (not regularly published), is used to derive 
the 34.6 percent price increase out of the & percent it did advance. In fact, 
the average steel-using item increased less than 1 percent. In appliances, es- 
pecially, makers and dealers absorbed (instead of pyramiding, as had been so 
often predicted) much of the steel price increase. 

The indirect influence of the recent steel price increases charted by Dr. 
Means, as they will affect machines to make food, trucks to transport it or the 
like, will not be felt for a long time. To find the eventual, total effect of a rise 
in the wholesale price of iron and steel on the prices of all goods which Amer- 
ican individuals and organizations purchase, one must compare the total value 
of the industry’s output, $15.5 billion in 1957, with the gross national product, 
$440.3 billion: steel’s share was 3.5 percent. (Due to the greater rise in steel 
prices than in other prices, this share has been rising. It was only 2.1 percent 
in 1947. Value of output is that given in the Annual Statistical Report of 
the American Iron and Steel Institute, 1950, pp. 8-9, 1957, pp. 12-13. The 1957 
figure covers reports from 93 or 94 percent of the industry, the 1947 figures 
from only 86 percent. The series includes some nonsteel products (e.g., ce- 
ment) sold by steel companies. ) 

Since steel is used principally in capital goods, it is natural to find that its 
contribution to the total value of product is perhaps twice its direct contri- 
bution to consumer prices. 

The surprising fact brought out by Dr. Means, that steel and steel-using items 
accounted for two-thirds of the recent gross increase in the wholesale price 
index, cannot be intended by him to imply that the steel component caused all 
their increase. Makers of newsprint or cigarettes would be puzzled if we told 
them they had advanced their prices because they were paying more for steel. 
Dr. Means’ chart indicates (I applied a ruler to his chart IV) that steel and 
fabricated steel, themselves, accounted for only two-ninths of the total wholesale 
price increases. (Steel is often called the “bellwether” of the price system, a 
view on which Dr. Means lays great stress. When steel-using industries raise 
their prices, however, it is easy to cite steel prices as an alibi whether or not it is 
the real reason. Over the long run, any psychological importance attached to 
steel will hardly give it much more weight in the gross national product than 
the dollar figures show. I believe there is as much or more truth in viewing steel 
wages as the pattern-setter for other industries. ) 

Steel net profits in 1957 were about a quarter of 1 percent of the total cost of 
all goods produced, and perhaps a fortieth of 1 percent of the Consumer Price 
Index. (This relies on the data in table II and IX.) 

Steel price increases have been disquietingly large since 1953, as Dr. Means 
rightly emphasized and as the industry would surely concede in private, in view 
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of the threatened loss of markets to other materials and to foreign steelmakers. 
But the theory of a current inflation originating in rising steel profit margins is 
a real example of making the tail wag the dog. 

First direct answer: Mistaken estimates of the 1957 steel cost increase. 

According to Dr. Means, “the steel industry, a leader in the administrative 
inflation, tried to place responsibility on labor where it clearly does not belong.” 

(Mimeographed statement, p. 15. Some remarks by steel industry spokesmen 
have doubtless tried to place all the responsibility on steel labor. Other declara- 
tions have been more careful, such as that of Roger Blough quoted in the Con- 
gressional Record of February 2 (p. 1382) : “If you took all of the products * * * 
upward of three-quarters of this total value would represent the employment 
costs that we incurred all along the line of production. The remaining quarter 
or less weuld cover * * * raw materials * * * rental of property * * * interest 
* * * and * * * dividends.” Testing this statement against the Department of 
Commerce statistics, we find that in 1958 employees received 70.6 percent of 
national income, and farmers and business and professional men 12.0 percent 
(Economic Report of the President, January 1959, p. 150 preliminary figures). 
The three-quarters could be explained if Mr. Blough was including the reward 
for their own personal efforts as a labor income of these independent enterprisers 
in his phrase “employment costs that were incurred all along the line of produc- 
tion.”) His own placing of responsibility is based exclusively on the $11 per ton 
price increase from the summer of 1956 through July 1957 ($6 for July alone). 
Relying on union and management estimates made in 1957, he assumes that em- 
ployment costs per hour advanced about 6% percent during the 12 months, but 
with two-thirds being offset by improved productivity. He adds that “the evi- 
dence since shows other costs per ton going down from the summer of 1956 to 
June 1957,” and concludes that either no price increase at all was justified, or 
at most one of $1.75 a ton instead of the actual $11. (Mimeogaphed statement 
p. 14. This $1.75 has been widely quoted. I have heard it in a group at church. 
It is transmuted into $1.85 in F. A. Bobson, Jr.’s letter to the Washington Post, 
Mar. 2, p. Al2.) 

Those estimates may have been the best possible at the time, but we now 
have aciual figures. The broad trends over 1956 and 1957 
table Ill. Employment costs increased by $5.96 per ton in 1956 and $8.78 in 
1957. The union criticizes the use of total employment costs in setting prices. 
It sees no reason to take account of salary increases greater than the number 
of cents per hour won by the union. But a company might not be able to hold 
the best numbers of its salaried staff, or at least their aggressive loyalty, if 
their pay increases are thus limited to those granted the hourly employees, as 
this would gradually whittle away the margin on which they pride themselves. 
This subcommittee’s report, Administered Prices: Steel, Report No. 1387, 85th 
Cong., 2d Sess., 1958, says at p. 39: “This may be excellent personnel policy, 
but there is some question as to the propriety of charging the cost of such 
a policy to the union agreement.” But is the union willing, then to accept 
the responsibility for forcing bad personnel policy on its employers? 

The actual figures (table IV) show that wages per hour reached 96.6 
percent of total payrolls (including salaries) per hour in 1944, but that the 
ratio dropped off again to 93-95 percent—about the same as in 1940-41. The 
wage employee’s total employment cost (wages plus fringe benefits) per hour 
was 93.4 percent of that for all employees in 1943, and after advancing to a 
peak of 95-99 percent in 1947, quickly dropped off to only 91-93 percent. The 
figures seem to say that (1) the average hourly wage, being over 90 percent 
of average total payroll per hour is not far below the average salary per hour 
(2) the two have approximately kept pace, but (3) the margin of advantage 
of salaried workers has been slowly returning, after a wartime and immediate 
postwar dip, to what was apparently its prewar level or better. Nothing con- 
elusive can be said, due to lack of data on employment costs in 1940-42 and 
on whether more of the wage or the salaried workers have been required to 
apply searcer skills (justifying higher pay) in recent years. 

Materials and services increased by $12.54 in 1956 and $1.75 in 1957. (In 
1957 the prices of important materials bought by the steel industry, especially 
steel scrap, were lower than in 1956. See discussion in report on Administered 
Prices: Steel, pp. 42-45, and allusion by Dr. Means on p. 14 of his mimeographed 
statement.) One should bear in mind, however, that if rising operations had 
sent the steel companies back into the market strongly, scrap and some other 
material prices would have advanced. 


can be seen in 
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' U.S. Steel's “products and services bought” dropped from $62.21 per ton in 
1956 to $56.56 in 1957 (annual report, 1957, pp. 30-31). This decrease was 
emphasized in the Administered Prices: Steel, p. 45. But year-to-year changes 
in this item depend on various things, including changes in inventories. U.S. 
Steel’s 1956-57 experience turned out not to be representative of the industry's 
(note rise in the industry’s material cost per ton in table III) depreciation and 
State and local taxes increased about a dollar each. Profits before income 
taxes increased by 6 cents in 1956 and by $2.19 in 1957; after taxes the in- 
creases were 49 and 99 cents, respectively. Without the 1956 price increase, 
profits would have dropped to less than one-third the 1955 level, and without 
the 1957 price increase they would have dropped nearly 50 percent below 1956. 
Even with the increases, the ratio of profits to sales declined in 1956, though 
it then held even in 1957. 

(I have not seen the proposition defended that, each time costs increase, the 
price advance should go no further than exactly enough to cover the new costs 
in dollars and cents, thus making profit a declining share of total sales (and, 
necessarily, of national income). This proposition may possibly be inferred 
from some union arguments, but Dr. Means repudiates it—p. 14 of his mimeo- 
graphed statement.) 

Some might theorize that holding the price line in July 1957 would have so 
sharply stimulated demand as to keep profits from falling. This view is so 
speculative as to put a heavy burden of proof on its proponent. The small 
reduction in prices of capital goods or durable consumer goods made possible 
by a reduction in their steel component would do little to stimulate demand 
when buyers are becoming more pessimistic. For example, refraining from a 
price increase of $6 a ton on steel in 1957 might have allowed a new car to sell 
for a few dollars less than it did. This would hardly have been enough to 
offset the downturn in demand which Detroit (and most of American heavy 
industry) ran up against in the fall of 1957. 

This subcommittee’s report went no further in suggesting that demand for 
steel is elastic than to say: “It is conceivable that the actual demand is more 
elastic than the steel companies believe’ (Administered Prices: Steel, p. 64). 
I agree with this, and last year offered the Joint Economic Committee my 
opinion that, if the sticky prices and costs were cut in times of recession, it 
might stimulate buying. The committee’s staff disagreed with me, fearing 
a downward spiral, and it may well have been right. But even my proposal 
was not that a single industry would dissipate its cash reserves by holding 
the price line in the fact of rising costs, thus trying to hoist the whole economy 
by its single sacrifice. (Compare table XIII of my statement.) 

It would seem inconsistent to hold the steel industry to a cost standard of 
pricing, as some exponents of administered price theory apparently want to 
do, and at the same time demand price reductions just when a decline in sales 
is raising unit costs. Does the cost standard, then, work in one direction only? 

One of the major reasons for this overturn of the early estimates is that 
the BLS index of man-hour productivity, instead of continuing its previous 
rapid rate of advance (as his hearers probably thought that Dr. Means ex- 
pected—(see mimeographed statement, pp. 11-13.) halted in 1956 and turned 
down in 1957 (table V). This reversal occured both in the series he used, 
covering production workers in basic steel (Survey of Current Business data 
are added in table V to show the trends in 1958) and more strikingly as to 
man-hours of all employees, including supervisors, iron ore miners and the 
rest—all of whom, after all, must be paid before the industry takes its profit. 
Although productivity began rising again late in 1958 with the recovery in steel 
operations, the latest figures still left it below the 1955 level. In the interval, 
average hourly earnings had advanced 26.6 percent. 

(Earnings in blast furnaces, steelworks, and rolling mills averaged $2.37 in 
the year 1955 and $3.00 in December 1958 (Survey of Current Business). In 
the present terrific steel boom, building up to a recession on July 1, productivity 
per man-hour may be outstripping all previous records. If the union would take 
its productivity gain when productivity is in fact rising, and take a reduction 
when it is falling, one benefit would be the allocation of part of the wage gain toa 
time when the profit margin is wide, thus helping to stabilize the profit and 
business outlook. This is impractical, because of the difficulty of forecasting 
productivity. To illustrate, in the first 4 months of 1957 productivity per man- 
hour had advanced by 5 percent over the 1956 average (computation by Otis 
Brubaker, research director of United Steelworkers, in this subcommittee’s hear- 
ings, Administered Prices, part 2, p. 534, and discussion at several places in his 
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testimony), but for 1957 as a whole it was to decline by 1 percent. The reason 
productivity declined was, of course, the decreasing rate of operations, which 
caused man-hours to be less efficiently employed, and which Mr. Brubaker, who 
testified in August 1957, naturally could not expect or assume.) 

Because of these fluctuations in productivity, many experts believe that the 
upper limit on union-bargained wage increases (not of course on merit increases), 
if they are to be noninflationary, must be the average long-term trend line for 
rising productivity—and, incidentally, for the economy as a whole rather than 
a single industry (see appendix B of this statement). Mr. Brubaker rejects this 
last criterion on the ground that if wage gains are limited to the presumably 
lower average increase in productivity of the economy, it will swell still further 
the steel industry’s artifically and consistently high profits (p. 525). 

Dr. Means, also, assumed a continued high rate of operations in making his 
productivity estimate: “if the high rate of increase in output per man-hour of 
4.3 percent a year at a sustained rate of production continued, and there is no 
reason to think it has not, then * * * employment costs per ton should not have 
changed at all for a given rate of operations.” This language, carefully chosen 
though it evidently was, could easily have led his hearers to think that produc- 
tivity did rise, especially since he went on to say: “Although I can find no evi- 
dence that the employment cost per ton was increased by the requirements of the 
labor contract apart from its cost-of-living provisions” (p. 13). I am now in- 
formed that he realized that the productivity trend must have been interrupted 
by the downturn in operations late in 1957. His argument that the steel industry 
should have counted on a 4.3 percent rise in productivity per man-hour in cal- 
culating the effect of the July labor contract means, therefore, that he thinks they 
should have assumed as a fact what they were merely hoping or expecting: that 
operations would rise. If operations actually fell and it was unit costs that rose, 
they should have acted as if it were the other way around. Higher wages in a 
period of high production must thus be absorbed by the industry because produc- 
tivity is increasing, while in a recession period they must be absorbed because, if 
it were a boom instead of a recession, productivity would be increasing. 

This dilemma is analogous to, though in contradiction with, the one in which 
Dr. Means places the industry as regards raw material prices (see above). He 
tells it to absorb higher labor costs because raw material prices have declined. 
But to the extent that these prices have declined due primarily to lack of buy- 
ing, a recovery in operations which would enable productivity to rise would 
force up material costs. 

Since I have quoted Mr. Brubaker’s testimony and this subcommittee’s steel 
report, I want to add that, although I have read these (and the paper by Jules 
Backman on the influence of steel in the Consumer Price Index) while preparing 
my own paper, I have not—due to having postponed it until too late—read any 
of the other papers in the steel hearings at all. (I did attend some of the earliest 
Sessions.) If my paper repeats things said to the subcommittee by others, I 
apologize. If I have made statistical errors that reading the testimony would 
have prevented, I hope they are minor. 

Since Mr. Brubaker testified before this subcommittee on 3 days, giving 
views which differ from mine at several points, I have felt that it would be ap- 
propriate and beneficial to make some comments in these footnotes. 

The advance in labor costs in 1957 was so obvious in table III that it is hardly 
necessary to reclassify the data on a quarterly basis. For completeness, how- 
ever, I shall try to do this. The Federal Trade Commission-Securities and Ex- 
change Commission series on corporate profits (table VI) shows the primary 
iron and steel industry as earning before income taxes 14.2 cents per dollar of 
sales in the second quarter of 1957 and 12.1 cents in the third quarter. 

(Profits before taxes dropped from 26.3 to 19.7 percent of stockholders’ equity 
between these quarters. A similar decline—amounting to 19.2 percent—oc- 
curred in the combined reported profits before income taxes of the three largest 
steel companies (table VIT).) 

From this series, and the concurrent data for steel shipments, table VIII de- 
rives estimated pretax profits per ton for the four quarters, as follows: $29.38, 
$29.76, $26.83, and $24.56. If prices had not been increased July 1, profits in 
the third quarter would presumably have declined $6 more. 
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Table VIII also denies Dr. Means’ $1.75 estimate of labor cost increase by 
indicating that the direct labor cost per ton of steel which is obtained by 
dividing tons shipped monthly into that month’s production payroll increased 
from $34.12 to $41.22 between the second and third quarters of 1957. 

There is a margin of error in all such estimates. 

(A few examples of discrepancies follow: the FTC-SEC series includes some 
companies that the American Iron and Steel Institute does not consider to be 
basic steel producers; the employment series in table VIII, part B, is for pro- 
duction workers only, while the annual data of the institute are for all em- 
ployees ; production man-hours go into unfinished as well as finished steel; and 
tons shipped in 1 month may have been finished (rolled) the month before. 
Furthermore, accounting figures for costs and profits are always based on a 
variety of assumptions and estimates. ) 

Second direct answer; undue importance attached to steel profit increase 
compared to cost increase since 1953. 

Dr. Means’ argument that the steel industry launched the so-called adminis- 
trative inflation by “seeking to increase profit margins too much” is a little 
better supported than his widely quoted analysis of costs and price in 1957. 
Steel profit margins have been substantially higher since 1955. Although he 
did not make this point, but relied exclusively on his 1957 analysis, I shall cite 
the figures. This will give a balanced picture and show that costs are, neverthe- 
less, the main factor—and all the more in the many industries where profit 
margins have not improved, as in steel. Although taxes have become an impor- 
tant cost, the chief one is direct and indirect labor cost. 

Table III presents the major costs and the profits per ton since 1946. 

(The data were published for 1943-45, also, but to use this period would be 
misleading. Price control was so strict that steel profits were below the prewar 
level, with only cement manufacturing showing a lower return on net worth 
among 44 manufacturing industries (National City Bank of New York, Monthly 
Economic Letter, April 1945, p. 40, April 1946, p. 46) while steel wages per hour 
had already advanced 30 percent (in 1945) from the 1941 level.) 

In accounting for the rise in the price of steel (this derived price—total costs 
and profits per ton—is fictitious, though usable in broad comparisons. Non- 
steel products sold by the industry are mixed into it. Since United States Steel 
has more outside products than its competitors, these industry figures are more 
reliable as a measure of steel industry trends than the often used data of United 
States Steel alone) between the 1946-53 average before administrative inflation 
set in and 1954-57 employment costs accounted for 34.3 percent, materials for 
35.2, depreciation for 10.0, State and local taxes for 2.2, profit before income 
taxes for 18.9, and net profits for 10.0. 

Corporate income taxes helped balance the Federal budget—with an anti- 
inflationary effect which offsets, as to the general price level, the increase in 
steel prices which is in question, or by replacing alternative taxes whose impact 
would have been as unpleasant as inflation to those paying. If it is wrong to 
speak of the steel industry’s causing inflation by paying higher taxes, net profits 
should be the measure of steel’s contribution to.inflation. 

(My program for combating inflation is not, of course, to balance the budget 
by raising steel prices and profits. Nor do I favor keeping steel prices higher 
than they should be (whatever that level is) for the sake of the 52-percent cor- 
porate tax on profits. My point is only that, when one is discussing responsi- 
bility for the overall price inflation throughout the economy, the credit to the 
steel industry for taxes it has paid is an offset against its debit for raising steel 
prices. Otherwise, we would be implicitly blaming the industry (for example) 
for the big increase in Federal taxpayments by the industry between 1946-48 
and 1957, which was partly the result of higher tax rates.) 

Depending on which series one prefers to use, the responsibility of profits 
ranges from 19.47 to 41.499, or from 8.8 to 23.4 percent, for three other periods 
treated in a footnote. 

(Besides the 1946-53 to 1954-57 comparison, I have singled out the immediate 
postwar period, 1946-48 and 1957, 1953 and 1957, and the two latest 3-year 
periods, 1952-54 and 1955-57.) 
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Even to measure profits is a problem of accounting into which I am not 
equipped to enter. The industry claims that its depreciation charges are 
too low to replace its capital at present-day construction costs. Critics argue 
that the newest forms of capital are cheap to install in terms of what they 
produce. Another problem concerns the accelerated amortization charges on 
facilities completed after January 1, 1950. In 1956 these amounted to a sub- 
stantial 37 percent of the steel industry’s total depreciation and depletion 
charges (FTC-SEC, Quarterly Financial Report for Manufacturing Corpora- 
tions), though they were down to 21 percent in the first three quarters of 1958. 
When these credits are used up, (1) charges to depreciation will be much re- 
duced, hence (2) reported income will be much increased, hence (3) income 
taxes will also increase, hence (4) the so-called cash flow to the companies 
will decrease. 

The remaining 59 to 91 percent of the inflation push in steel (depending on 
the years and the definition of profits used) has come through costs. Thus 
between 1946 and 1957 employment costs increased $29.41 a ton, and material 
costs $42.18. A price increase of more than $70 a ton would have been needed 
to offset these, regardless of productivity. 

(The Report of this Subcommittee Administered Prices: Steel (pp. 35-388), 
compared unit labor costs.and prices of steel, with 1947-49 the base years for 
each. It appeared’ that by 1956 the “deviation” of prices above labor costs 
was greater than at any time since the origin of these statistics in 1919.. The 
report concluded: “on the basis of the behavior of prices and unit labor costs 
during recent years the expectation, assuming all other factors to be constant, 
would be that net profits per ton of steel would tend to increase.” It found 
this expectation confirmed by the fact that net profits after taxes of U.S. 
steel per ton shipped had in fact increased—by 101.7 percent between 1947-49 
and 1956.) 

One line in table III was inserted to help isolate the factors which, be- 
sides the increase in net profits, created this 1956 gap between prices and 
unit labor costs. It appears that employment costs per ton had increased 
by $18.52 from 1947-49. This was a gain of 41.3 percent as contrasted with 
the mere 28.3 percent gain of the series on “production worker payrolls” used 
in the report (and evidently taken from Productivity, Prices, and Incomes, 
Materials Prepared for the Joint Economic Report Committee by the Committee 
Staff, 85th Cong., 1st sess., Joint Committee Print, 1957, p. 220). The latter 
series excludes nonproduction workers (whom the industry does, however, 
have to pay) and certain fringe benefits (compare ibid., p. 144, footnote 1). 
Part of the difference is thus accounted for. Material costs increased by 
$26.83, depreciation by $4.68, taxes by $7.70 and net profits by $5.47. (This 
net profits increase was 65.1 percent, as contrasted with 41.3 percent gain in 
labor costs. ) 

There is still a discrepancy in the fact that the sum of all these costs and 
profits advanced only 50.3 percent, whereas the price index used by the report 
advanced 58.2 percent (ibid., p. 222). Although each of these measures of 
prices has defects, the Iron Age composite price of finished steel used by the 
report is undoubtedly a better measure of average steel prices than the derived 
price of steel tonnage shipped which is used in table III. 

Turning now to the 101.7 percent profit increase of United States Steel shown 
in the report, this was much greater than the 65.1 percent profit increase of 
the whole industry reported by the American Iron and Steel Institute. Since 
United States Steel charged the same prices as other companies, it must have 
kept its costs under better control, invested more effectively in cost-saving 
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equipment or entered more profitable lines of production. The report failed to 
notice that its greater profit increase made United States Steel unrepresentative 
of the industry. As for the profit increase obtained by the whole industry, 
it does not seem surprising in a period of general inflation combined with a 
business boom centering on heavy industry. Simultaneously, the BLS figure 
for average hourly gross earnings in steel increased by 62.7 percent, and the 
American Iron and Steel Institute figure for employment costs per hour by 
77.4 percent (ibid., p. 221). The employees sell hours of labor just as the com- 
panies sell tons of steel. But for those who prefer to compare labor costs per 
ton with profits per ton, the figures ($18.52 and 41.3 percent for labor costs 
and $5.47 and 65.1 percent for net profits) are here to use. 

Table LX shows the percentage of net sales of iron and steel industry products 
which is accounted for by each of these categories of cost and profit since 1946. 
Profits before taxes were 10.3, 15.4, 11.6, and 14.8 percent in the four successive 
periods; profits after taxes were 6.2, 6.9, 5.6, and 7.504, respectively. 

(The fact that employment costs have averaged about a third of the steel 
industry’s total costs and profits (table IX) is the reason that the steel industry 
(as Mr. Brubaker proved for 1946-56 in the Hearings, Administered Prices, part 
2, pp. 484, 518) has taken about $3 in added revenue for each $1 in added labor 
cost. Between 1946, when labor cost per ton was remarkably high for several 
reasons, mainly the long strike, and 1956, the share of employment costs in 
total sales decreased enough to make the ratio $3.23 to $1 (ibid.) ) 

Profits have taken a greater share of gross income in the most recent period 
than they did in most of the earlier postwar years, while labor and materiai 
costs have taken less than formerly. 

(If profits before taxes, in 1955-57, had been only 12.2 percent of sales as in 
1946-54 (average of annual figures) instead of 14.8 percent, there would have 
been only a moderate reduction in the price of steel. On the assumption that 
costs increased as they did, but that profits had remained at 12.2 percent of 
sales, the average price (i.e. derived price, according to table IIL) would have 
increased from its $152.71 average of 1946-54 to $181.75 instead of to $187.30. 
(The hypothetical 1955-57 price equals the cost component of the actual 1955-57 
price.) The increase in profits before taxes would then be responsible for 
16.0 percent of the price increase. This is merely illustrative and not to be 
taken literally since its assumption (which is only part of the truth) is that 
costs rise first, rather than that (1) the same forces push up both costs and 
profits or (2) there is any interaction between the two, or (3) profits lead the 
way.) 

The very purpose of the industry’s capital investments has been to reduce 
labor and material costs and increase profits. Profits normally increase in 
prosperity while the labor cost ratio tends to decrease; in recessions it is the 
other way around. In a capital goods boom like 1955-57, it is not extraordinary 
that the greatest capital goods industry should raise its profit ratio from 5.6 
to 7.504 percent. Table X shows that steel’s rate of return on net worth in 
1943-47 was one of the 5 lowest out of 44 manufacturing industries; in 1948-54 
it averaged 17th from the bottom; and in 1955-57 it averaged 16th from the top 
out of 40. 

(This may indicate, so far as profit and net worth data, with their inherent 
pitfalls, can do it, that the industry has raised its profit up to normal rather 
than above it. This is a matter of opinion, however, Mr. Brubaker feels that 
“17th on a list of 41” is “pretty darned good,” since earnings of both steel and 
other industries are “far, far too high for the good of the economy”—even if not 
“theivery of the worst sort” as United States Steel’s were in some years prior 
to 1917 (Hearings, Administered Prices, part 2, pp. 502-03.) ). 

An important point is that in 1955 steel company after company, influenced 
by current peak sales and perhaps succumbing to years of pressure from Gov- 
ernment circles, announced optimistic plans for plant expansion. With most 
steel stocks selling at only 8 or 9 times annual earnings in the midst of a bull 
market, management claimed that it would be too costly to go into the eapital 
market for the necessary funds. 

(Most industries since the war have favored reinvestment of earnings as 
against issue of new stock. One apparent reason is that to pay out larger 
dividends and then go to the stockholders to subscribe to’ new stock means 
getting back from them only what the personal income tax collector has left. If 
the corporation keeps its selling price low and relies on the capital market for 
funds, it will have too low a price-earnings ratio to appeal to new investors. I 
am not equipped to discuss the merits of internal and external financing. Cer- 
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tainly much of the growth in capital, which has made American rich and on 
which we are counting for the rising rate of growth which is so much desired, 

‘ame through the traditional American method of plowing back part of the 
earnings of each year into the business. On the other hand, there are impor- 
tant advantages in having big expansion plans “run the gauntlet of the capital 
market.” ) 

So many big companies wanted higher profits to get funds for expansion, and 
sO many smaller ones felt they had been too long denied normal prosperity 
profits, for there to be any industry objection to higher prices. But, notice that 
the price increase came in July 1955, whereas the profit increase—40 or 50 
percent over the year before—began in the last quarter of 1954 (table VI). 

Profits were higher because of increased sales of steel, and showed no further 
improvement when the price went up in July, since costs had now risen. 

The steel industry could not have raised prices and increased its profit margin 
over 1946-54 if it had not so often been charging less than the full price which 
would equate supply and demand—as witness the frequent gray markets. While 
the nonadministered prices had been raised to the full extent allowed by de- 
mand, many concentrated industries had limited their price increases. Under 
pure competition, steel prices would have been raised much sooner. This factor 
helps explain the contrasts in Dr. Means’ charts. 

The postwar economy, with its emphasis on armaments, construction and con- 
sumer durable goods, has called for much more steel in comparison with light 
goods such as textiles and leather than the prewar economy. Steel capacity is 80 
percent above 1940, the speed of increase being restricted by technical difficulties, 
depression memories and fears of investors. It seems to me that Dr. Means 
should have done more in the way of analyzing relative trends in demand for his 
administered and nonadministered products. 

(Compare part of the answer to his paper by Ralph A. Young, Director, Di- 
vision of Research and Statistics, Board of Governors of the Federal Reserve 
System: “* * * in 1955 and 1956 * * * the industries which experienced the 
largest increases in prices were those operating at record levels, with output at 
or close to the limits of capacity” (printed in the Congressional Record, Feb. 
9, 1959, p. 1960, by Senator Proxmire, who had requested Dr. Young’s opinion). 
Dr. Means may have merely postponed analysis of the demand factor until later 
in the long study on which his paper says he is engaged.) 

The steel industry has not raised prices in the face of declining demand with 
as much abandon as is sometimes alleged. In July 1957 not only this industry, 
but forecasters generally, were expecting a business improvement. 

(“Fifty-two out of the 57 economists who replied to my semiannual question- 
naire on the business outlook confirm * * * that recovery would be under way 
in the second half” (column of J. A. Livingston, The Sunday Bulletin, Philadel- 
phia, June 30, 1957). The “52” timed their prediction just right to be quite 
wrong, although the other 5 may have been equally or even more wrong if they 
carried their bearishness on for another year.) 

In 1958 prices were not raised at once when wages went up, but only after an 
upward trend in orders had been established—which the price advance did not 
interrupt. A price increase is bad economics for the Nation, when there is much 
unused capacity, though it may pay the industry in the short run if demand is 
inelastic. In the long run it may boomerang as some markets slip gradually 
away. However, labor as well as business seems to have something of a high- 
price philosophy. The union insisted on its wage increase in July 1958 although 
25 percent of its members were unemployed, and it now demands a “billion dol- 
lar package” (greater than steel net profits in 1958). 

Table XI illustrates the more powerful “cost push” which administered prices 
have faced. Twenty-one industries are ranked according to the size of their 
price increases from 1953 to 1958 as charted by Dr. Means, and their increases 
in hourly gross earnings are compared. Steel leads the field in both price and 
wage increases. Steel-using industries rank next in price increases, though 
only third (due to a big advance in the very low tobacco industry wage) in wage 
increases. Then come, in order, the mixed groups and the competitive indus- 
tries. If an industry’s demand position is strong, this strengthens the pricing 

* power both of the union and the industry. 

When a round of wage increases going beyond the gains in productivity 
sweeps through the economy, it raises labor costs of each industry directly and, 
through materials purchased, indirectly. This is, I suppose, why steel execu- 
tives have claimed for a long time that costs of materials and services increase, 
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historically, “in somewhat the same proportion” as employment costs. (Dr. 
Means’ mimeographed statement, p. 14.) 

Dr. Means states that “there is no reason to expect” this to happen in an 
administrative inflation, but table XII indicates that it did happen. 

(Should we also assume that other costs went up in somewhat the same pro- 
portion? This is what one could expect in a general inflation arising from 
excess demand. But there is no reason to expect such an increase in an ad- 
ministrative inflation. * * * (mimeographed statement, p. 14). A contrasting 
point of view, that a good deal of the rise in the price of materials and services 
bought by the steel industry is the effect of its own price increases, is repre- 
sented by Mr. Brubaker (Hearings, Administered Prices, pt. 2, pp. 431, 494, 
500) .) 

Thus from 1952-54 to 1957, when the share of employment costs in total sales 
and the rate of operations in relation to capacity were almost identical, both 
employment and material costs increased by approximately $1,450 million. 
From 1946 to 1957 employment costs increased $3.5 billion, and materials, $4.6 
billion; from 1947 to 1957 the increases were $3.0 and $3.6 billion. 

(The 1952 Annual Report of the United States Steel Corp., to prove that 
material costs rise along with employment costs, presents a table (p. 27) which 
showed that the net increase in material costs per ton had been 138 percent, and 
in employment costs, 155 percent, between January 1941 and December 1952. 
It broke the 12 years down into 6 periods, and Mr. Brubaker reprinted them 
(although not the overall percentage gains) to show lack of correlation between 
the increases in the two types of costs within each of the six periods. In one 
of them, employment costs increased six times as much as material costs. He 
then declared the steel company’s claim to be “utterly fallacious’—Hearings, 
Administered Prices, pt. 2, p. 519. 

(Had Mr. Brubaker measured the total rise in employment and material 
costs between his first and last years, 1941 and 1952, he would have found that 
the former had increased by $694 million and the latter by $703 million. This 
is pretty close to the dollar-for-dollar increase which is said to be “a tradition 
in the steel industry” (A. D. H. Kaplan, Joel B. Dirlam, and Robert F. Lanzi- 
lotti, Pricing in Big Business: a case approach, Brookings Institution Wash- 
ington, 1958, p. 16). If steel industry spokesmen have claimed that the quan- 
tities increase “by exactly the same amount” (Mr. Brubaker’s testimony, p. 
490) between every pair of months, or even between any pair of years, they 
fully deserve the verbal castigation given United States Steel’s figures by Mr. 
Brubaker. ) 

What would have happened if the steel industry had accepted the advice 
sometimes given it to hold the price line despite rising costs? 

(Compare Leon Keyserling’s statement reprinted in the Congressional Record, 
Feb. 15, 1959, p. 2156: “In the period leading up to the recent economic recession, 
administered industries which lifted their prices were enormous; their profits 
rose far more than their prices. Accordingly, this is very clear: Even with 
the wage increases which actually occurred these prices could have been held 
steady—or raised very little—and still yielded fair profits. Looking at ad- 
ministered consumer prices, the situation was much the same.” The exact 
years and industries referred to here are not clear, but, as applied to steel, 
the statement seems exaggerated.) 

Table XIII makes the very liberal (truly, impossible) assumption that at 
such a relatively low. price for steel enough would have been sold in 1957 to 
let the industry operate at full capacity. It assumes no additional cost at all 
except that materials would increase proportionately to output. The sum left 
for Federal taxes, dividends, and reinvested income would then have been 
reduced by 77 percent. 

(There is no reason for profits to be higher than will suffice to attract the 
eapital needed by an industry in the light of public demands for its products. 
But it would be farfetched to expect capital to flow in at a rate of earnings 
on equity under 3 percent (i.e., 23 percent of the 11.4 percent earned in 1957).) 


CONCLUDING REMARKS 


In concentrated industries there is always danger of collusion. Even in un- 
concentrated industries the antitrust agencies find or strongly suspect collusion 
about once a fortnight. (See their press release.) 
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This was always so. Why, then, have prices since the war shown this new 
tendency to keep moving upward? Concentration has not sharply increased. 
A new factor is national collective bargaining, which works in favor of col- 
lective, although not illegal, price action. With costs of all companies advanc- 
ing simultaneously, complete independence in setting prices is most unlikely— 
especially with products as homogeneous as steel. Steel prices did not show 
the inflationary characteristics found in them by Dr. Means prior to the regular 
rounds of wage increases since 1946. There was no votrend, and they did 
fluctuate. 

(Iron Age’s composite price of finished steel, put on a 1947-49 base by the 
staff of the Joint Economic Committee, ran as follows from 1921 through 1930: 
72.0, 62.7, 79.6, 74.0, 68.9, 68.3, 65.0, 63.9, 67.6, and 62.3. In 1936, the year before 
the union came, the index was still only 62.5—Productivity, Prices, and Incomes, 
p. 222.) 

Our understanding of the phenomena of price uniformity and leadership in 
steel and other industries is still inadequate. (A contribution is made by the 
recent Bookings Institution book on “Pricing in Big Business.” ) 

More price competition seems desirable, though not the all-out “throat cutting” 
in depressions and “sky’s the limit” in booms of so-called pure or perfect 
competition (as in the stock market or in unregulated farm prices). It would 
be still worse to freeze the price system further by creating new public utilities 
through undue emphasis on tying prices to costs. A flexible 
pricing according to demand. 

I am submitting, but not reading, appendixes on four related topics. Appendix 
A indicates that profits, in other industries than steel, have tended to decrease 
in proportion to income produced. B shows that, contrary to a point made by 
Dr. Means, steel and other manufacturing wages have risen faster than the cost 
of living no matter which year is used as the base. It also criticizes the claim 
of the union that “real’ wages should rise in pace with an industry’s advance 
in man-hour productivity. © brings out that sales of the three biggest steel 
companies have not outstripped those of the industry, and that United States 
Steel’s relative advance in profits is not a cause of inflation. D presents with- 
out evaluation three of the other topics which cannot be ignored in studying in- 
flation since 1953: The rise in consumer income, of which 82.4 percent has 
gone to the employee group; the expansion of money and credit; and the rise 
in Government spending. 

In conelusion, I regret having had to devote my time to a single industry, 
since inflation is an economywide problem, but I felt forced to do so by Dr. 
Means’ own choice. His invention of the concept of administered prices was 
one of his many original and valuable contributions, but this does not mean 
that we can:understand inflation through that concept alone—isolated from 
the cost, commodity demand, income, and money and credit, public and private 
spending, and other factors which guide our whole economy, including its 
prices. 


economy needs 


APPENDIX A. SHARES OF PROFITS AND EMPLOYEE COMPENSATION IN INDUSTRY 
AT LARGE 


Steel was the focus of Dr. Means’ study, and therefore of my critique, but 
the figures for all industry are to most people of greater interest. Table XIV 
presents the FT'C-SEC series, which originated in 1947, on profits after taxes 
both as a percentage of sales (the appropriate standard in a study of inflation) 
and of stockholders’ equity (which is interesting in other respects). 

The 3-year averages at the bottom of the table show, if anything, a down- 
ward trend. The 1955-57 figures, high as a group, were not out of line with 
those of any year before 1952. The steel industry 3-year averages, placed 
alongside, show a considerable similarity—even though steel’s central role in the 
1955-57 capital goods boom allowed it to do better profitwise in recent years 
than many other industries. 

Table XV gives the shares of compensation of employees and of corporate 
profits, with other components excluded, in the national income. Corporate 
profits are shown both before taxes (but with inventory valuation adjustment 
as.made by the Department of Commerce), in which form they enter the 
national income figures, and after taxes (without such adjustment), in which 
form they are of interest to the owners of the corporations. 

To shorten the table, only 1929 (the first year available), and 1941 (the one 
year of real prosperity .between 1929 and the war), and the postwar years are 
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used. Because effects of the long-run drift of independently employed persons 
into the status of employees and of business firms into the status of corporations 
are not excluded, the changes since 1929 and 1941 will not be discussed. 

Since 1946, there has been a rise in the share of employees, no clear trend in 
that of corporate profits before taxes (which reached their peak in 1959 and 
1951), and an apparent downtrend in corporate profits after taxes. 

Table XVI shows the division of the income produced by corporate business, 
as between profits and compensation of employees. Corporate profits before taxes 
ranged between 20.9 and 27.6 percent of the sum of profits and of employees com- 
pensation (exclusive of that received by corporate officers), with no clear trend. 
But a downtrend does appear in corporate profits after taxes, as compared to 
compensation of employees. 

In 1929, profits were 20.9 percent of the total of the two; in 1941, they were 
19.6 percent; in 1946-50 they averaged 18 percent; in 1951-54, 11.5 percent; 
and in 1955, 13.2 percent. It would seem out of proportion to lay great weight on 
the 1955 figure, which was still below any year before 1952, and which table 
XIV indicates must have been temporary. 


APPENDIX B. RELATIVE INCREASES OF WAGES AND CONSUMER PRICES 


Dr. Means calls the inflation from 1942 to 1953 nonadministrative or mone- 
tary, and says: “During most of this inflation period, wage rates went up less 
quickly than the increases in productivity and in cost of living would justify and 
by 1953 had hardly caught up with the general price level.” 

(Mimeographed statement, p. 8. His reference was to steel wages. Mr. Bru- 
baker also claims that wages have lagged behind prices. ) 

Those arguing for higher wage rates sometimes claim that even yet wages have 
not caught up with the cost of living. 

Table XVII presents figures in rebuttal. Between 1942 and 1953, gross hourly 
earnings in steel increased by 112 percent, and weekly earnings by 109 percent, 
while the Consumer Price Index advanced by 64 percent. If one were to take 
any earlier year, the discrepancy would be even greater (illustrated in table 
XVI, by 19382, the first year available, and 1937). 

In all manufacturing, as in steel, earnings have increased faster than the Con- 
sumer Price Index. The only significant exception was from 1945 (when hourly 
earnings in manufacturing were already 40 percent higher than in 1941 whereas 
consumer prices were only 22 percent higher) to 1947, while prices were catching 
up after the wartime controls. In these years, hourly earnings advanced 21 per- 
cent and prices 24 percent. By the next year, 1948, earnings had caught up. 

Mr. Otis Brubaker, research director of the United Steelworkers, told this 
subcommittee that surely real straight-time average hourly earnings in steel 
should increase at least as fast as production per man-hour, whereas between 
1939 and 1957, the former had increased only 52.7 percent and the latter 71.2 
percent. 

(Hearings, Administered Prices, pt. 2, pp. 447-449, 522-525. “Real” wages are, 
of course, wages adjusted for changes in the cost of living. Mr. Brubaker 
says his formula should be “the basic floor” of wage increases—p. 523.) 

He added that “the steel industry would not too seriously quarrel with this 
conclusion on our part” (ibid., p. 448). 

I do quarrel with it, and thus apparently with both the industry and the 
union. To my mind, the comparison made has nine possible errors—even if we 
ignore the “open end” possibility introduced by the concept that wage rates 
should rise this much or more. 

(1) If wage gains and productivity gains are to be kept in line, it should be 
on the basis of a carefully calculated long-term trend in productivity, whereas 
Mr. Brubaker’s base year was one of depression and his terminal year one of 
boom. 

(2) Mr. Brubaker’s 1957 productivity figure was exaggerated, as discussed 
in footnote 17. This illustrates another danger in basing wage increases on 
short-term productivity. 

(3) Use of straight time hourly earnings omits all fringe benefits to the 
worker which are also fringe costs to the employer. The productivity gain 
hardly protects the employer when the formula excludes these costs. 

(4) If the increased productivity in steel results in shorter hours of work 
instead of increased output, there could be no claim for increased pay. This 
is merely a theoretical objection to the principle, since in fact hours were longer 
in 1957 than in 1939. 
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(5) If the increased productivity was the result of increased capital invest- 
ment, the need for higher depreciation charges may make it uneconomic to raise 
wages by the same percentage amount that productivity advanced. 

(6) If the cost of living goes up due to decreased supplies of perishable con- 
sumer goods (meat, fruits, or vegetables, for example), or due to increased 
spending on consumer goods by some section of the public whose purchasing 
power the Government has formally undertaken to lift (the unemployed, or 
social security beneficiaries, for example), then insistence on a real wage rising 
according to productivity of the steel industry means that all other consumers 
must suffer a rather serious cut in their standard of living. 

(7) If the output of the steel industry does not go into consumer items in the 
same degree as does the output of other industries, the higher productivity in 
steel does not in fact increase the flow of consumer items sufficiently to satisfy 
the demand for a higher real wage. This factor becomes especially important 
if more of the steel is going into armaments, but it is also important when the 
steel is going into a construction program which may not bear fruit in consumer 
goods until later, and then only in increments accruing periodically. 

(8) The formula that production incomes should increase enough to absorb 
the gains of rising productivity prevents the passing on of any of the benefits to 
consumers. . 

(9) If the workers in industries in which productivity is rising faster than 
the national average achieve wage gains equal to their productivity gains, they 
will either gradually become a high-paid elite compared to other workers or the 
other workers will have to receive comparable wage increases. But in that 
case the average wage increase will outstrip the average gain in productivity 
for the economy as a whole and we will have price inflation. 


APPENDIX C. LARGE VERSUS SMALL STEEL COMPANIES 


Dr. Means did not make his analysis in terms of large versus small companies. 
Some, however, have emphasized the fact that in many industries sales and profits 
of the largest companies have improved much more between 1947 and 1957 than 
those of their smaller competitors. 

Table XVIII illustrates this trend for manufacturing asa whole. It appears 
that between 1947 and 1954 sales of corporations with assets over $100 million 
increased from 34.8 to 46.4 percent of total sales, while their net profits in- 
creased from 37.3 to 66.3 percent of total profits. 

From 1954 to 1957 the biggest corporations increased their sales and profits a 
little further. If, however, one shifts from the large to the small category, for 
1957, 64 manufacturing companies which expanded across the $100 million asset 
line between: 1954 and 1957, it is seen that the real shift between the two groups 
occurred between 1947 and 1954. Some of this earlier shift must also have 
represented a movement of companies across the $100 million mark. 

A substantial part of it seems to have been the result of the fact that the 
corporations with the largest invested capital operate, by their very nature, in 
the heavy industries. Public and private demand were directed much more 
toward metal products (such as aircraft and automobiles) than toward light 
goods such as textiles, in 1954, by comparison with 1947. Nevertheless, for 
present purposes, we can assume that a shift of both sales and profits, but espe- 
cially profits, from smaller to larger companies occurred after 1947. 

In steel, a shift has apparently occurred in profits, but not in sales (table 
XIX). More specifically, Bethlehem Steel increased its profit ratio much faster 
from 1947 to 1953 than did the industry as a whole, while United States Steel 
had its own great profit advance between 1953 and 1957. Bethlehem has improved 
its sales relative to the industry as a whole, but United States Steel and Republic 
Steel have not. These three account for about half of the industry’s sales, 

Such shifts between small and large companies do not bear significantly on the 
inflation problem. When United States Steel’s profit ratio advances faster than 
that of the rest of the industry, it reflects greater activity in profitable lines or 
greater operating efficiency in the broadest sense. If its only method of achiev- 
ing such a profit improvement had been by raising prices, smaller companies, 
whose prices would be advancing to the same degree, would show a corresponding 
profit increase. 

(A letter by Eugene Havas to the editor of the Washington Post (Feb. 19, 
1959, p. 20), beginning with an endorsement of Dr. Means’ testimony, goes on 
to a criticism of the profits made, and dividends and executive compensation paid, 
by steel companies. ) 











UNEMPLOYMENT ACT AMENDMENTS 367 


Since this letter was reprinted by two Senators in the Congressional Record 
(February 23), I shall make brief comments on two of his criticisms. (See also 
short reply by Alden Potter, Washington Post, Mar. 1, p. E4.) 

(1) Profits. The letter itself unconsciously concedes (‘‘whether some of the 
less efficient marginal steel companies needed the increase to maintain profitable 
operation is debatable; what is certain is that some of the big companies such 
as United States Steel, Bethlehem, Republic, et cetera, did not need it’), that 
price control to keep down the profits of the big corporations would put a real 
squeeze on the lesser profit margins of the small ones. 

(2) Dividends. All steel companies (according to the annual statistical report 
of the American Iron & Steel Institute) paid common stock dividends averaging 
2.9 percent of sales in 1946-47 and 3.5 percent in 1956-57; United States Steel 
paid 2.2 and 3.5 percent; and Bethlehem, 2.0 to 3.8 percent. United States Steel 
had paid an average of 3.8 percent in the 1920’s and 1.7 percent in the 1930's. It 
is implicit in the theory of a free enterprise economy that investors in profitable 
enterprises receive corresponding rewards. 


APPENDIX. D. THREE EcoNomMic TRENDS BEARING ON INFLATION 


I make no claim to a fundamental understanding of the problems of inflation, 
especially as viewed in its setting of the whole question of economic stability 
and growth, and in its relation to social and political forces and international 
affairs. But I do want to direct attention to several measurable economic trends 
which cannot be ignored in discussing the causes of rising prices: Consumer 
income, money and credit, and Government spending. 

What makes the discussion hard is that they are effects as well as causes. 
When prices rice, dividends go up, people have to borrow more money to make 
the purchases they had in mind, governments have to increase their total ex- 
penditures. 

On the other hand, prices will not rise unless sellers have good reason to ex- 
pect that buyers will be able (even if reluctant) to pay more. Disentangling de- 
grees of cause and effect would be a complex task. 


I. CONSUMER INCOME 


Table XX shows the breakdown of the increased money purchasing power 
from 1953 to 1958 among the major groups of income receivers. The increases 
in imputed (nonmoney) income are separated out. Estimated rental value of 
owner-occupied homes, estimated credits to policyholders’ reserves from invest- 
ment income of mutual life insurance companies, and similar items do not repre- 
sent an increase in cash purchasing power available for spending on goods. 

It may be seen that 62.6 percent of the increase in money purchasing power 
was in wage and salary disbursements, and 19.8 percent in social security, pension 
and unemployment insurance benefits. Thus, 82.4 percent went to employees— 
working, retired, and unemployed, combined. 

Another 6.1 percent went to independent business and professional men. Farm- 
ers obtained hardly any increase, and receivers of rents none at all. Stock- 
holders received 5.3 percent, though it should be noted that this gain was be- 
cause corporations have paid out more of their earnings in dividends in recent 
years. (At the 1953 payout average of 51 percent, 1958 dividends would have 
been no higher than in 1953.) 

Finally, 6 percent went to receivers of interest, but most of this increase 
was the result of the simultaneous huge increase in home mortgage and consumer 
credit—both of them reflections of the expansion of the total spending. 

Whatever the truth about rising incomes as a cause of inflation, they have at 
least kept the average consumer in constant dollars increased by 4.8 percent be- 
tween 1953 and 1958. (Joint Economic Committee and Council of Economie Ad- 
visers, Economic Indicators. ) 

In other words, the average consumer kept ahead of the cost of living, even 
after income taxes and even though more of the new population than usual con- 


sisted of nonproductive infants, and despite the recessionary income decline of 
1958. 
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Il. CREDIT 


Between 1953 and 1958, the following increases occurred in measures of money 
and credit (ibid., and Federal Reserve Bulletin) : 


Percent 
Yearend, 1953 to 1958: increase 
Neen eT nn nn rn ee ee eo hn aceogeilcanceminenecmmcanneieten 44.2 
Outstanding loans of all commercial banks__..-.---__------------- 45. 0 
SU rE URE, (ICO ies im erent eprom wean emanree ee 19.5 
a ne acctrandinnan ease FiT 
Averages for year, 1953 and 1958: 
Rate of turnover of demand deposits, 337 cities__.___---_----_----- 19.8 
Debits to demand deposits—i.e., total checks paid____.___-_--__-----_-- 39.8 


It seems that either “much more money” is chasing “somewhat more goods”— 
since the gross national product in constant dollars increased only 6.5 percent 
between 1953 and 1958. (Economic Indicators. ) 

Perhaps we should say: “Prices were raised by sellers, and buyers had to 
borrow money to pay”; but at least, without this increase in money and credit, 
the price increases could not have stood up. 


> 


III. FEDERAL, STATE, AND LOCAL SPENDING 


The 145-percent increase in total cash expenditures of Federal, State, and 
local governments between 1947 and 1958S raised them from 16.3 to 28.4 percent 
of the gross national product (table XX1). Sales and gross receipts taxes alone, 
which enter directly into the prices of goods, increased by about 85 percent be- 
tween 1946 and 1957. The purchasing power created by a net Federal cash 
deficit of $10 billion from January 1952 through December 1958 should not be 
overlooked as a stimulating influence on prices. 

The fact that so much of the public spending in recent years has gone for 
steel products has given it a special impact on the steel industry. I am not, of 
course, criticizing this spending, but am merely pointing out its relevance to in- 
flation. It is partly effect of inflation, but also partly cause. 


TABLE I.—Consumer Price Indez, 1953-58 

















1947-49~= 100 
December | BT ei ee Percent Percent 
1953 weight} | increase of total 
| | 1953 | December increase ! 
| average | 1958 | 
| | 
Rs mee racte Oy STs NU One 29, 23 112.8 | 118.7 5.2 18.7 
pee ici Be Oe 32. 63 | 117.7 | 128.2 8.9 35.7 
RE ictioe oc Sececks~cicku dics eece 9. 36 | 104. 8 107.5 2.6 3.0 
Transportation__......_._. SO Se ee 11. 25 129.7 144.3 | 11.3 | 15.6 
I 4.91 | 147.3 | 21.4 12.9 
he ee lee a ee | 2. 12 112.8 129. 0 14.4 3.8 
Reading and recreation__.____._....______- 5. 33 108. 0 | 116.9 8.2 5.4 
RR 5.17 118.2 127.3 Toa 4.9 
eet see le i) pe | 100.0 | 114.4 123.7 | 8.1 | 100.0 





11953 weight multiplied by percentage increase to December 1958, then raised to make the total 100. 
Source: Bureau of Labor Statistics, 
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TABLE II.—Direct uses of steel in the Consumer Price Index, 1953-58 


December Percent in- | Estimate of 
1953 weight: | crease, 1953 | cost of steel 
percent of | to December} contained, 

index 1958 as percent of 
retail price 


Canned meat, fish, fruits, juice and vegetables; and all soup, 
pork and be: ans, SII ino cctcndchoecesseracnd 

New cars-_.- a a 

Electrical household appli ances 

NU I a circrssiahch cnachdannosieas eerinsapa ances niibepeileicacvavtenipeh Rie Sxl cafasipiiondt 

nnn Ro aadgueunenamesion 

IRR oes. Ue ee apabcg Cobncecenieeeeaaawue 

Sink, faucet, water heater 

Auto repairs 


Toys aim 
Se NNN ee ee cea nde ecnnacnpeatiaansinin 7 








1 This assumes that all soup, pork and beans, coffee, and beer are cz unned, which is an ex: vgger: tion. 
2 Ww eighted averages. 
3 Not available. 


Sources: Bureau of Labor Statistics, except last column: American Iron and Steel Institute estimates 
for average 4-door sedan and appliances, estimate of 2.2 cents as the cost of steel per No. 2 can for food sell- 
ing at 11-44 cents a can at retail, and TV set selling at $100-$150 with 40 pounds of steel at 7 cents a pound. 
This table follows, but extends, the analysis of Jules Backman, in the Subcommittee Hearings, Adminis- 
tered Prices, pt. 4, pp. 1527-1534. But see mention of steel in ‘components and of waste in fabrication in 
Administered Prices: Steel, Report of the Subcommittee, 85th Cong. 2d sess., Report No. 1387, 1958, p. 
64. I hope I have taken some account of these by using a final estimate of a full 10 percent as the steel 
component. 


TABLE II11.—Costs and profits of iron and steel industry, 1946-57 
DOLLARS PER TON SHIPPED 


1 





State Profits | Net bill- Esti- 

Employ-| Mate- Depre- and before |ing value| mated Net 
ment | rials and| ciation local income | of prod- | Federal | profits 
costs services taxes | taxes | ucts! income 


taxes 


$2. 82 
4.76 
6. 23 
6. 90 

11. 40 

16. 73 
7.33 

12. 67 
9. 59 

13. 46 

13. 0: 

14. 2 





COV ON SS Pore SS 
7 + 0 ; 
®NNNNNNENE 


AVERAGES OF AN- 
NUAL FIGURES 


54. .18 .59 .72 
66. 67 . 92 2.05 21. 62 
77.79 . 49 2. 50 115 
83. 65 .40 3. 02 27. 62 
60. 47 . 66 76 .40 | 
65. 41 . 24 95 . 20 
81. 24 . 76 2. 96 25. 69 


BS 90 Or $9 = 
int 





— 


PERCENT OF NET BILLINGS 





BREAKDOWN OF 
INCREASE 


1946-48 to 1957 32.9 \ . 52 
1952-54 to 1955-57_... 25. 4 : . 46 
1946-53 to 1954-57_... 34.3 . 0 
1953 to 1957 41.7 , 8 


19.8 100.0 
41. 499 100. 0 
18.9 100.0 
19. 47 100. 0 


1 Figures in this column are too high to be quoted as the actual price of steel, because steel tonnage » shipped 


is divided into net billings of all products of the industry. A tiny nevative item consisting of ‘‘interest 
charges on long term debt’ minus “interest, dividends and other income’”’ is included in the total. 


Source: Calculated from Annual Statistical Report of the American Iron and Steel Institute, 1950, pp. 
8-9, 1957, pp. 12-13. 
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TABLE 1[V.—Relation of wages, total payrolls, and employment costs per hour in 
iron and steel industry, 1940-57 


Wages per 


hour 
Bot. Soh ledatdacenesuduh $0. 855 
ll ll psi nha . . 962 
1942 : 3 - 1. 063 
2 ee 1. 140 
1944 1. 288 
1945 : | 1. 257 | 
1946 1. 354 
1947_ _ 1. 513 
1948. 1. 629 
a a as 1. 703 
1950_ 1. 746 
POE cco > 1.945 
1952__- . 2. 148 
i at ae it led 2. 267 
a a i had 2. 333 
i a ng Lat 2. 509 
a i es oka ak toa 2. 700 
DE phidthinc titinmeyseniedientusiies | 2.917 





1 Employment costs include wages plus 








| 
| Wagesas | Employ- 
Total pay- | percent of | ment costs | 
roll per payrolls per wage 
hour | per hour | employee | 
| | per hour ! 
| | 
$0. 921 92.8 | $0. 905 
1.021 94.2 | 1.012 
1.118 | 95.1 | 1.113 
1. 187 | 96. 0 1. 190 
1.271 96. 6 | 1. 278 
1. 306 | 96.2 | 1. 307 
1. 437 | 94.2 | 1. 404 
1, 592 | 95.0 | 1. 563 
1.713 95.1 | 1. 679 
1. 807 | 94.2 | 1. 753 
| 1. 842 | 94.8 1.908 | 
2.049 94.9 2.114 
2. 267 94.8 | 2. 315 
2. 392 | 94.8 | 2. 440 | 
2. 493 93.6 | 2. 512 
2. 673 93.9 | 2. 722 
2. 875 | 93.9 | 2. 954 
3. 125 | 93.3 | 3. 


} 
' 


fringe benefits. 


216 | 





Employ- 
| ment costs 
Employ- | per wage 
ment costs | employee 
| of allem- | as percent 
ployees | of all em- 
per hour | ployment 
costs per 
hour 
beGeoeebean dams ainimins tees 
$1. 274 | 93. 4 
1. 349 | 94.7 
1. 373 | 95. 2 
1. 489 94.3 
1. 629 | 95.9 
1.772 | 94.8 
1. 888 | 92.8 
2. 046 93.3 
2. 252 | 93. 9 
2. 481 93. 3 
2. 635 | 92. 6 
2.755 | 91.2 
2. 942 | 92. 5 
3.193 | 92.5 
3. 468 | 92.7 
| 














Source: Annual Statistical Report of the American Iron and Steel Institute, 1950, pp. 8-9, 1957, pp. 14-15, 
30-33. 
TABLE V.—Productivity in steel, 1939-57 
[1947-49—100] 
Production worker man- | Total 
| hours per unit produced: | employee 
Basic steel | man-hours 
Teo x | per unit 
produced: 
Bureau of Survey of Iron and 
Labor Current steel 
Statistics ! ah Business industry 
ia el Ee EE dane 127.3 | Et a eae 
een ee ee Te  . . ohabade wna autaie a ieee m8 | ee Bo Gite 
i sscencacahe die sedileccesasnsistein teal toed nnststpualili di cont tlindetnndabebtiedhant 115.8 NE daithle 
iticmaeettt lal pase aa sence IND ns scottsdale ditt ance itd 100.8 100.5 100. 8 
ae Mek a i Ee 100.6 | 100.9 99.8 
Oe ae ee ee Se a ee ee ee 98. 4 | 98.6 99.4 
en -aueabenceiecoan 90.3 | 92.4 | 88.8 
cue Saciakeuadeiiiieninaiemsanan 89.6 | 91.0 87.7 
1963...... thc ele 8§. 2 89.9 91.5 
OO i oe a a 85.5 88.8 85.0 
se OE Bie oe OB Be thn aah png Rtabennes 87.6 | 92.8 89.8 
ES es aes eS eee eee Shi AS atid Rn Baim 78.6 81.7 76.7 
a I i dca Monee 78.1 | 81.3 78.1 
cae hdthhh wcndinthertiadstabveosssbtkb dna skcacOlaccnae 78.9 82.7 82.2 
Dice bictatcna ee a B l  e 85. 6 85 or 86 
eas ec a IN 8 a ee od Be hcl ddndaeenedabh Pee benacanthGt 
1 This is the series used by Dr. Means, 1955 being the last year he had. 
Sources: Most of lst column from “‘Man-Hours Per Unit of Output in the Basic Steel Industry: 1939-55,” 


Bull. No. 1200, Department of Labor, p. 8 and 1954-57 calculated from ‘‘The Relationship of Prices to Eco- 

nomic Stability and Growth,”’ Joint Economic Committee of Congress, 85th Cong., 2d sess., Joint Com- 

mittee Print, 1958, p. 709; 2d column calculated from employment, hours, and shipments published in the 

Survey of Current Business; 3d column calculated from Annual Statistical Report of the American Iron 

a =| 1950, pp. 8-9, 1957, pp. 12-13, and with 1958 estimated from an institute press release of 
eb. 11, 195 
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TABLE VI.—Quarterly profits before taxes of primary iron and steel industry as 
percentage of sales, 1947-58 








| | 
Quarters | Ist | 2d | 3d | 4th Yearly 
average ! 
ao = i er becca a enn tre ahi acces 
} 
SONP oss S cox bch canal Mes sl 13.6 | 10.1 | 10.1 | 9.8 | 10.9 
ESE GIS Ee le Bee cenesl 11.3 11.0 | 12.5 14.2 12.2 
Ree hase a See ed 13.4 | 10.8 | 9.9 9.3 | 10.8 
Me tect es gb ceases 12.7 | 15.1 | 15.7 17.8 | 15.3 
ee... ek. pe Se i  F 16.6 16.7 15.4 15.3 | 16.0 
1952 ck ee a eae 13.2 | 4.8 7.6 11.5 | 9.3 
ie. 2.5. eeep eae a cia mates 13.3 | 14.8 | 13.9 | ted! 12.4 
RRs 3 tec se eae ee SON 9.6 | 10.8 9.7 12.0 | 10.5 
EOS OF 2 13.6 15.1 | 14.0 15.2 14.5 
\ a eee SG EE SS 14.8 | 14.5 | 7 14.5 | 12.9 
Oo eee ot a Sacco eeo el 14.5 | 14.2 12. 11.0 | 13.0 
BN occ tetece Bs eR a 8.2 | 9.9 | BO Nc Sacpherienia bee nnccuer na 


| ' 


! The original series does not present yearly averages. Those given here are arithmetic averages of the 4 
quarters. 


Source: Federal Trade Commission-Securities and Exchange Commission, Quarterly Financial Report 
for Manufacturing Corporations. 


TARLE VII.—Profits before taxves of United States Steel, Bethlehem Steel, and 
Republic Steel, 1957 


[Millions of dollars] 





| United | Bethlehem | Republic | 
| States | Steel | Steel | Total 

| Steel | | 
ain ac cca en eneniabeceA D a iio crannies 

| } | 
SIE ie cnc See ntetipaeuines= anit mete 231. 5 | 105. 4 59. 2 396. 1 
SO es se a a aga wecenentesabaie ee | 231.9 | 99.3 | 52.3 383. 5 
——— | — ——} —— —-— ——_ — 
I a tanith caine Ae 463.4 | 204.7 | 111.4 | 779. 5 
= 5 — |= = Es 
NNN Sh NN icin disdain recon eeneemcaaaauma te 191.6 | 75.1 | 40.5 307. 1 
INO Soo 5 i een ecnnsaelnesel 170.1 | 86.3 22.7 279.0 
NI he cisakcchcacccicotmendeueiacnnncteblet tal 361.7 | 161.3 63.2 | 586. 2 








Source: Quarterly reports of companies (the 4th quarter figures being those announced by United States 
Steel and Bethlehem Steel, but obtained for Republic Steel by subtracting the sum of the lst 3 quarters 
from the total profits for the year). 


TABLE VIII.—WSteel shipments, payroll, and profits before tazes, by quarters, 1957 














PART A 
iailgleacaccacoamciait sideciania taal aa 
Quarter 
act eeek onal sd : Year 
| | 
| ast | 2m | 38a ” pire at 
| 
e a cere ee os eric . scant ep laaeiecioneal 
Profits before taxes (millions of dollars): | 
FTC-SEC.... ‘ pone $790 | $762 | $581 | $502 $2, 635 
FTC-SEC, adjusted to AISI basis ! $666. 8 | $643.1 | $490. 4 $423.7 | $224. 0 
Steel shipments (thousands of tons) - - - -| 22, 698 | 21, 607 18, 279 17, 250 | 79, 834 
Computed pretax profit per ton_____----- $29. 38 | $29. 76 $26. 83 | $24. 56 2 $27. 86 
' | | ' 
PART B 
| at or | 
Production worker payrolls: | | | 
Total (millions) vam asieale aha $759 | $737 | $756 $684 | $2, 936 
TY as hoe ch sae essnsntaccconss $33. 44 $34. 11 $41. 36 $39. 65 $36. 78 








1 Since the American Iron and Steel Institute total for 1957 profits was 84.4 percent of the FTC-SEC total, 
this 2d line is derived by multiplying each quarterly total in line 1 by 0.844. 
2 This differs from the $29.10 of table III because the sources use different data for tonnage shipped. 


Sources: Total 1957 profits from Annual Statistical Report of the American Iron and Steel Institute; 
shipments and payrolls (product of employment for each month times weekly gross earnings for month 
times 4.43 weeks for January, 4 weeks for February, etc.) from reports of the Institute in Survey of Current 
Business; quarterly profits from Federal Trade Commission-Securities and Exchange Commission, Quar- 
terly Financial Report for Manufacturing Corporations. 
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TaBLeE 1X.—Percent of costs and profits in value of steel billings, 1946-57 











) 

| Employ- | Materials} | State Profits | Federal 

| ment and serv- | Deprecia-| and local| before | income | Net Total ! 

} costs ices pur- tion | taxes | income | taxes | profits 

| chased | taxes | 

| | | 
RN i 41.5 | 45.5 | 3.5 1.5 | 8.3 | =F 5.5 | 100.0 
DI spies ichidindideins | —- 36.9 | 47.9 | 3.6 | 1.4 10. 4 | 4.2 6.2 | 100.0 
Si iccecinanpctheeds 35.0] 487] 3.7 | 13] 11.5] 4.8 6.7| 100.0 
=e 35.2 | 47.6 | 3.8 1.5 | 12.3 | 5.1 | 7.21 100. 0 
Ro a ee 33.2 | 45.9 | 3.4 1.4 | 16.3 | 8.2 8.1 | 100. 0 
De iehaconipdiibaens: | 32.5 46.6 | 3.2 | 1.4 | 16.6 | 10.9 | 5.8 | 100. 0 
1952__ ae 35.1 50.0 | 4.2 1.4 | 9.5 | 4.5 5.0 | 100.0 
1953. edichanswscl 34.2 46.5 | 4.7 1.5 13.2 7.6 | 5.6 | 100. 0 
Te ee a ene 36.9 | 43.5 | 6.4 1.6 | 11.7 5.6 | 6.1 | 10.0 
ee es 33.7 43.9 | 5.3 1.5 | 15.8 7.9 | 7.9 | 100.0 
eee es 33.5 46.2 | 4.9 1.5 | 14.2 6.9 | 7.3 | 100.0 
Pe 35.5 43.9 | 4.9 1.8 14.3 | 7.0 | ee 100. 0 
RNR cc sents 37.3 | 47.6 | 3.6 | 1.4 | 10.3 4.1 | 6.2 | 100. 0 
Ree eae 33. 4 46.6 | 3.4 | 1.4 | 15.4 | 8.5 | 6.9 | 100. 0 
NB ii esi cn ce 35.3 | 46.7 | 5.0 1.5 | 11.6 | 6.0 | 5.6 | 100.0 
IE cat aga on 34.3 | 44.7 | 5.0 1.6 14.8 | 7.3 | 7.5 | 100.0 


| 


1 Includes the small negative difference between “interest and charges on long-term debt” and ‘“‘interest, 
dividends and other income.”’ 


Source: Calculated from Annual Statistical Report of the American Iron and Steel Institute, 1950, pp. 8-9, 


1957, pp. 12-13. 


TABLE X.—Rank of iron and steel industry return on net worth in 40 to 45 


manufacturing industries, 1943-57 








| Number of | Rank of || | Number of | Rank of 
industries | steel | industries | steel 

| included | industry || | included industry 

| 
sot 43 SO aE 45 | 26 
7 - 44 | Sa aaa ae ae 45 | 34 
ea 44 RR ae 45 | 21 
:J 44 UN et 40 | 31 
"| 44 Dr pete kccptioniceniccsccs 40 14 
44 | 34 || 1956_.-_- Seareenatesees 40 | 18 
..| 44 NN opine irtnecicsacdiaed 40 17 
eh 45 27 || | 

| 


Source: Calculated from First National (formerly National) City Bank of New York, Monthly Economic 


Letter, April issues. 
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TABLE XI.—Hourly gross earnings of industries ranked by extent of their price 
advances, 1958-58 


December December Percent 
1953 1958 increase 


. Blast furnaces, steel works and rolling mills_-_-.-....------ 

2. Transportation equipment 

au RINNE DIIIIRII ee cuicavenanesatbeece 
. Machinery (except electrical) 

. Fabricated metal products ! 

a Ree INN ec cndaclstadibaxniadel tabavnsdesbeesnen 
. Stone, clay and glass 
. Pulp, paper and paperboard Ge srt isse nese 

9. Tobacco manufactures 
. Beverages. - 
. Furniture and fixtures 

2. Nonferrous metals smelting and refining 

3. Processed foods 
. Chemicals and allied products-..__- ee eae aesacaae aes 
. Bituminous coal mining 

3. Petroleum refining -- 

7. .aeeee ones feat Nenannes. cS... os 0 ose oi elses 
3. Lumber and wood products (except furniture) 
. Textile-mill products_- 

Apparel and other finished textile products... Li deaneansinps aaa 
21. Farming (without board or room) 


i) 
_ 
Qo 
~ 
ow 
“I 


~} 
~] 


SSRLVELSRBRS ELS: 
WOOP MOAN NOAUDHDHHPOOH HHS 


bebe pr eepp pers r= tote t= testes tor a0) 
[wD 3 n t 14 D 
HP re DON NNE NED NPNNND 





pat et beet et et 
Profle 





Steel (No. 1). 

Steel using industries (Nos. 2-5) 

Other administered price groups (Nos. 7-10) - - - - 

Mixed groups (Nos, 11-12, 14-16) 

Competitive groups (Nos. 6, 13, 17-21) ---.-------------------- 


b= PO = b= PO 
_— onoe 
ERSER 


| 


1 This undoubtedly includes other metals besides steel. It excludes transportation equipment and 
machinery. 


Sources: Hourly gross earnings from Survey of Current Business; classification of industries from Dr. 


Means’ mimeographed paper, chart IV, their rank being in the order of size of 1953-58 price increases as 
given there. 


TABLE XII.—Increase in steel industry’s costs of employment and of materials 
and services, 1946-57 


[Millions of dollars] 
| Materials 
Employ- and 
ment costs services 
purchased 


Materials 
Employ- and 
ment costs | services 


| purchased 








734 

—231 —415 
550 839 
1, 132 

—87 

686 

—1, 510 


1955-56 37% 869 
1956-57 7: —21 


1946-57 3, 52% 4, 626 
1947-57 3, 047 3, 603 
1952-54 to 1957 | ) 1,444 
1953-57 | , 034 712 


| 

$481 | a | 1954-55 $1, 554 
| 
| 





Source: Calculated from Annual Statistical Report of the American Iron and Steel Institute. 
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TABLE XIII.—Actual and hypothetical costs and profits in steel, 1957 


[Millions of dollars] 








Actual Hypo- Actual | Hypo- 
figures thetical figures thetical 
figures figures 
—¢ aa" 7 tn Sree bie is ar Tone 2 r 
Total sales so a ee | $15,502) $15,046 || Profits before income taxes | $2, 224 | $520 
Employment costs --_-__------ 5, 511 | 5, 511 _—E - 
Materials and services pur- | Federal income taxes. --- 1, O87 | 254 
a ae 6, 800 | 8, 048 Cash dividends paudese | 577 135 
Depreciation E bibs 757 | 757 | Reinvested earnings- --.-- 560 | 131 
Interest on long-term debt | —— [= 
minus investment income__! —66 | —66 || Shipments (million tons) -_- 76. 4 | 90. 4 
State and local taxes____-.._-- 276 | 276 || Derived price per ton -.| $202. 86 $166. 44 
— — | 
OO. oi ck nny 13, 278 | 14, 526 | | 





Sources: Column 1 from Annual Statistical Report of the American Iron and Steel Institute; column 2 
differs only in assuming continuance of 1953 prices, operations at 100 percent instead of 84.5 percent of capa- 
city (the formula is: 76.4+.845=Q0.4), cost of materials and services increased in proportion to output, and 
the 3 subdivisions of profit reduced proportionately to total profits. 


TasLeE XIV.—Ratio of profits after tares to sales and to stockholders’ equity, all 
manufacturing, 1947-58 









































Percentage of sales | Percentage of stockholders’ equity 
a panel ntadames cei pthetinndaitanntinemetentins Sltelnsediinneteniaiianaaiaiiialanisioia 
| Quarters Quarters 
eo ee SNe a 
| j | | 
| ast | 2d | 34 | 4th ist | 24 | 3d | 4th 
a cubed | _ EE ee ee 
| | 
No annie lic inca | 7.5 | 68 6.5) 6.2 6.8} 168) 15.6) 148] 15.2 15.6 
I ek cetaceans 7.2 | 7.0 6.9 | 6.8 | 7.0 16.8 16.0 16.0 15.6 16.1 
ss semaniacinnksisniesuneits 6.1 | 5.2 | 6.0 | 6.0 5.8 | 12.8 | 10.4 | 12.0 | 11.6 11.7 
Ds bidiberksniaendesidralee 6.2 | 7.4 | 7.6 | 6.9 | 7.0 | 12.0 | 15.6 17.6 | 16.4 15.4 
Ss SO Se 5.6 | 5.2 | 4.2 | 4.4 | 4.8 14.3 | 13.3 | 10.0 | 10.9 12.1 
De ities 4.2 42) 43) 44) 43) 101] 100] 99) 113 10.3 
nie idnceniaad 43) 44] 43] 40 4.2/ 107] 11.2] 10.5 9.5} 10.5 
retcheceeeter ster | 4.3 | 4.7 | 4.4 | 47 | 4.5 9.4 | 10. 4 | 9.3/ 10.6 9.9 
RRs cere cen ert! ROT’ Ke 5.6 5.4 1.4] 130! 123] 13.5 12.6 
Nii Latins | 53] 55) 49) 52] 52] 125] 130] 110] 126 12.3 
tice tsihicdachiceisnicis pees | 5.1 5.0 | 4.7 | 4.4 | .8 | 11.9 | 11.6 | 10.5 | 9.8 | 11.0 
hia calrieseahaionast | 3.4 | 3.8 | 4.4 }........ Mieidis Sid | 6.8 | 7.8 | 9.0 | sicancats es eames 
! i ' i i ' 
3-YEAR AVERAGES 
Primary | | Primary 
All manu- | ironand | All manu-/| iron and 
facturing steel facturing steel 
industry industry 
a a reid encmiaisinaisinberwinenmmernineal 6.5 6.8 14.5 12.4 
pacino h etncceeiacaeecdeicie mriininciaanemtanicdonoceadcae meio 5.4 6.1 12.6 11.7 
1963-55..........- Rciaians iii hloaitinigans histones ee aatiaael 4.7 5.9 11.0 10.8 
NE is vicki ict nie miiich-anieiesninnmenntidicndonkitablnedeh 4.7 6.1 10.7 10.7 





1 Assumes 4th quarter of 1958 running at highest rate of 1957. 


Source: Federal Trade Commission-Securities and Exchange Commission, Quarterly Financial Report 
for Manufacturing Corporations. 


ee 


eee 
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TaBLE XV.—Shares of compensation of employees and corporate profits in 
national income, 1929, 1941, 1946-58 


[Percent of national income] 




















| | | l 
|Corporate| |Corporate| 
Com- profits | Corporate || | Com- | profits |Corporate 
pensa- and in- profits | pensa- | and in- profits 
tion of | ventory after tion of | ventory after 
employ- | valua- taxes | | employ- valua- taxes 
ees tion ad- | | ees tion ad- 
justment | | | justment | 
alt = Sac ota. ES 
| | 
Me icmiainneiddiaes 58.2 | 11.5 9.5 i iiaieiaeSaccmseniete -| 66.7 | 12.9 5.9 
Siracusa coe ke 61.9 13.9 iid cag essircininicninicinds 68.3 | 12.2 5.9 
Saran cndwaemee 65.1 9.6 yA See | 68.8 | 11.2 | 5.6 
Mere =.= occ See 0 11.9 OS eae... 3 67.8 | 13.1 | 7.0 
gs +o) eae 63.1 13.8 ase... ae a 6.6 
sstnsscccnndaiincies 64.7 13.0 A. | =e dincniaiiitate | 70.0 11.5 6.0 
an, < .0nt Ceyak 63.7 14.7 i. | 70.6] 10.1 4.9 
WiSawewnnsepetedee 64.6 14.7 as | 
| 





1 Preliminary. 


Source: Calculated from Survey of Current Business, July 1958, pp. 4-5; and Economic Report of the 
President, January 1959, pp. 150, 203. 


TABLE XVI.—Shares of employees and owners in income originating in corporate 
business, 1929-55 


[Dollars in billions] 























| Corporate profits 
and inventory | Corporate profits 
valuation after taxes 
| Compen-' adjustment 
Compen-} sation | _ 
sation of non- 
of em- officer | Percent Percent 
| ployees | employ- | of com- of com- 
| ees Total pensa- | Total pensa- 
| tion! | tion 2 
plus | plus 
| profits profits 
| 
—— — —- —-- - | 
OD sect ls i ot $33.7 $30. 4 $9.9 24.5} $8.0 20.9 
SE  anonmaceeecceaas cabake seins 41.1 37.6 14.3 27.5 9.1 19.6 
IN sos ciannsiesa ena parties Mana oes heme 69. 0 63.8 16.9 | 20.9 | 13.0 16.9 
BE 3.2 chateaus atasoscn ence aumewt eer 81.2 75.1 22.9 | 23. 4 | 17.6 18.9 
PO ad iieeige satkces bei évadhiheeecs wokiaie iaiamare eae aegis 89.9 83.2 29. 8 26.4 | 19.4 18.9 
Rng ok nein ooiwencasach cobain 87.4 80.7 27.3 | 25.3 | 15.0 15.6 
FE line ccna Miteshbansec abtiioce coceus 96.9 89.3 34.1 | 27.6 21.1 19.1 
tera badet ooo in Sec erdan cen omeeds pau 111.9 103. 8 38.7 27.2 17.5 14.4 
I anh tacit eaiatadtink diittioanitardncileaicbentie tienes 120.0 111.6 35.8 24.3 | 15.0 11.9 
Sarantahs-erncguaibiocssih we anc vusmebnbadaicm sets werent ankaeens 130.0 121.2 34.9 | 22.4 | 15.6 11.4 
ie ass s catnnnhanneiedsns uabiaaan eit 127.4 118.3 31.5 21.0 15.0 11.3 
BES bib ena cope agin one<4kin degen oeciat 138.2 127.7 39.3 23.5 19.5 13.2 
NE oie Cee cee cdot hs Tien dental iindaccholeanainnacabdwenacunedes | Fh niwthuatiytee 18.0 
BS «cna diadie cnteaanlamtadbauiimienaaliegbd desi ociaimnbieeicac Potciiin wl retin Eb ndanitonea 12.4 
| 





1 The compensation series used here is from column 2—i.e., it excludes compensation of corporate officers, 
2 These are weighted averages. Unweighted averages would be 24.7 and 23.7 for the Ist ratio column, 
17.9 and 12.5 for the 2d. 


Sources: Calculated from Survey of Current Business, National Income Edition, 1954, and July 1958; 
and Internal Revenue Service, Statistics of Income. 
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TABLE XVII.—Hourly and weekly gross earnings in steel and all manufacturing, 
and the Consumer Price Index, 1929-58 


| 
Tron and steel industry 





All manufacturing 














a —_ a a 2 td ees 
| | Price Index 
Hourly Weekly Hourly Weekly (1947-49= 
gross gross gross gross 100) 
| earnings | earnings earnings earnings 
cic ia a a De eee! | $0. 566 | $25.03 73.3 
Re ee $0.515 | «$13.85 | 446 | 17. 05 58.4 
a . 516 16. 87 | . 442 16. 73 55.3 
nines ca keoeicentsehinnicic bia eee deeasle . 630 | 19. 59 | . 532 | 18. 40 | 57.2 
DN cnet gia oS ee a! aw ae: . 654 | 23. 35 | . 550 20.13 58.7 
ern, Ree se ile | 661 | 27. 37 | 556 | 21.78 | 59.3 
a a 809 31. 23 624 | 24.05 61.4 
BRS sicnssastens ee a ee 829 | 23. 88 627 | 22. 30 | 60.3 
tne en I er 838 | 29. 58 | . 633 | 23. 86 59. 4 
scan ete a I | 844 31.23 | . 661 25. 20 59.9 
Ne a ie a ee OF aoe 941 37. 36 | . 729 | 29. 58 62.9 
NE tle ese Chee 1.018 41. 84 | . 853 | 36. 65 69.7 
eRe eee ta wert ss ee | 1.116 | 50.55 | 961 | 43.14 74.0 
a a 1. 157 | 54. 84 | 1.019 | 46.08 75.2 
a eee 1.179 | 53. 06 1. 02% 44. 39 76.9 
a cane ehce be TES Eee te ee sear 1.281 | 47.53 1.086 | 43. 82 83.4 
esate Saree ne Seng eawricwcces 1. 439 | 56.12 1. 237 | 49. 97 95.5 
alter ata a ae 1. 580 62.41 | 1. 350 54.14 102.8 
a te a ce cae ia besa ibibo 1. 646 63.04 | 1.401 | 54. 92 101.8 
a a es aa a amend hitmen a 1. 691 | 67. 47 | 1. 465 | 59. 33 102. 8 
ae et 1.89 77. 30 1.59 | 64.71 111.0 
a a | 1.99 | 79. 60 | 1. 67 67. 97 113. 5 
er ee Pe ea aad 2.16 87. 48 | 1.77 71. 69 114.4 
Natio acninintse isc SScisis weenie Mk ren cundie Asis 2.20 83. 38 | 1.81 | 71. 86 114.8 
Rete sD 2.37 | 95. 99 | 1.88 | 76. 52 114.5 
| a i ee ae 2. 52 102.06 | 1.98 | 79. 99 116.2 
88 or eee ae 2. 68 104. 67 | 2.07 82. 39 120. 2 
eee ee eer 2. 88 107. 87 2.13 83. 50 123. 4 
Percent increases: | 
i Rn ae er | 57 125 40 41 5 
1937-42.....-__- ras er ee as 26 34 37 52 14 
ceo ee 112 109 108 96 64 
I nt ee ee eee 33 23 20 | 16 8 











soe Economic Report of the President, January 1959, pp. 167, 168 and 184; Survey of Current Business 
(for steel). 


TABLE XVIII.—Comparative sales and profits of larger and smaller manufactur- 
ing corporations, 1947, 1954, and 1957 


{Dollars in millions] 








1947 1954 1957 1957, 
adjusted 
Corporations with assets over $100,000,000: 
ee Le tia cenbinmnaaae $52, 391 $115, 321 $158, 487 $147, 502 
eS ee ee eee $3, 778 $7, 448 $10, 267 $9, 641 
Ratio, profits to sales__................... percent... 7.2 6.5 6.5 6.5 
All smaller corporations: 
RRS 0 a areca $98, 301 $113, 175 $161, 552 $172, 537 
eed ee ee $6, 355 $3, 784 $5, 171 $5, 797 
ees, Promes 00 Games... -.. 2-2 -. 2.22 percent __ 6.5 2.8 3.2 3.5 
Corporations with assets over $100,000,000 as percent of 
all corporations: 
cc ecmwnemn taal 34.8 46. 4 | 49.5 46.1 
PLEA AAT EE 37.3 66.3 | 66.5 62.4 





Source: Calculated from Federal Trade Commission-Securities and Exchange Commission, ‘‘ Quarterly 
Financial Report for Manufacturing Corporations;’’ 1957 adjustment on the basis of Fortune magazine, the 
Fortune Directory: ‘‘The 500 Largest Industrial Corporations,”’ whose Ist edition covered 1954. 





UNEMPLOYMENT ACT AMENDMENTS 377 


TABLE XIX.—Indezes of sales and profits of 3 large steel companies and steel 
industry, 1947, 1953, 1957 

















Sales | Profits after taxes 

1947=100 1953= 100 | 1947=100 1953= 100 

a al Jesiicmiadiiaaaia titan ated) 

1953 1957 1957 ae |. 1953 we 1957 1957 

“ elites | ae i cakechaeee es 
Tinted States Sheek os io ncn dndndnacnnsee 182 207 114 175 330 189 
NE COREE CALERA ON Te 202 252 125 262 374 143 
PMRIANDs .cctensnshdaenegnesdiaaed Sadie 176 190 108 | 183 274 150 
Rs a en cantennicnans cannons | 186 216 116 | 197 332 168 

Whole industry (American Iron and Steel 

BNNs ica otek a aibedorarerwies eden Sectoral 195 232 118 179 27 155 
Whole industry (FTC-SEC)_..--...--..-- 177 206 116 140 204 145 


Sources: Annual reports of the 3 companies; Annual Statistical Report of the American Iron and Steel 
Institute; Federal Trade Commission-Securities and Exchange Commission, Quarterly Financial Report 
for Manufacturing Corporations. The year 1953 was used instead of 1954 as in table X VIII, because 1953 
is Dr. Mean’s base year. 


TABLE XX.—Sources of personal income, 1953-58 
[Billions of dollars] 














| 

Percent Percent 

1953 1958 Increase increase of total 

increase 
Labor money income.................-...- $191.8 $228. 5 $36. 7 19.1 62. 6 
Farm net cash income. ........<.<<cnc<cse== 11.1 11.4 3 7 5 
Business and professional income---.--_---- 27.4 31.0 3.6 | 13. 1 6.1 
Rental money income of persons.........-- 5.6 5.4 an, BEE panini lied .3 
tec tite IE a tt ae AO 9. 2 12.3 | 3.1 33. 7 5.3 
Interest money income- -...............-..- 7.4 10.9 | 3.5 47.3 6.0 
EN CE oe isco edecdcevenende 14.3 25.9 11.6 81.1 19.8 
itech alana ean 56. 8 325. 4 58. 6 22.0 100. 00 
21.5 | 1 28.0 SP Ecce hidtabie tial Lannsesineienas 

Imputed (noncash) income... .-....-..--.--- ——— ——| |- -—- 

EE vic rneebakabndchncccadddeneneoe 288. 3 353. 4 | Rn ea: | cs 














1 Estimated for labor, farmers, and rent and interest receivers on basis of 1957 imputed income and 1958 
total income of each group. Imputed farm income is the value of food and fuel produced on the farm. 
Imputed labor income consists chiefly of food, clothing and lodging given to government employees, domes- 
tic servants, nurses and other employees. Imputed rental income is the rental value of owner-occupied 
homes. Imputed interest income is the property income of mutual life insurance companies credited to 
their policyholders’ reserves plus the value to despoitors in financial intermediaries of any service given by 
these without charge to the depositors. 


Sources: Economic Report of the President, January 1959, p. 153, and imputed income estimates of the 
Department of Commerce. 
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TaBLE XX.—Total Federal, State, and local cash receipts and payments, 1946-58 
Part A (calendar years of annual averages) 
{Dollars in billions] 





| | | | 
1946 | 1947 1947-50 | 1951-54 | 1955-58 | 1958 
| 

All Government bodies: 
Cash receipts db dhiiaed $52.9 $57.4 $58.9 $89.7 | $110.0 | $115.1 
Cash payments. ---- iaiviniiliesoaneaniben 50.9 50.7 55.8 91.9 | 111.5 | 124.2 
Excess of receipts or payments (—) 2.0 6.7 | 3.1 —2.2; —1.5] — 9.1 

Cash payments as percent of gross na- | 

tional product---- Seng an eanee 16.3 16.3 17.0 23.2 25. 2 | 28. 4 


} j | 


Part B (fiscal years) 





| ' 
1946 ! 1953 | 1957 1958 
Excise, sales and gross receipts taxes: 
Federal excise oo tise : 7.0 $9.9 | $9.1 $8.6 
State and local sales and gross receipts_ - - See lela ia 3.0 6.9 Di loasenaaains 
Ve — oon | —o —$ -—- - — - ——————e 
I i ene hee aes ; D juttl d-ditancicaae 10.0 | 16.8 NE Beh cebeniah. 


! 1947 is not given in the source. 


Source: Economic Report of the President, January 1959, pp. 140, 198, 199, 202. 


Senator Ciark. In view of what the Senator has just said, I would 
like to introduce into the record the complete statement of Dr. Means 
to which the gentleman of the Federal Trade Commission was ad- 
dressing himself, which is entitled “Administrative Inflation and 
Public Policy.” 

Senator Bennett. I think probably that statement should go in 
the record also. 


Senator Ciark. Without objection, that will be done. 
(The statement referred to follows :) 


ADMINISTRATIVE INFLATION AND PUBLIC POLICY 
(By Gardiner C. Means) 
PREFACE 


The paradox of inflation and recession at the same time has made it apparent 
that a new phenomenon, unknown both to economic theory and to public policy, 
has arisen in American economic life. The major factor responsible for the 
new phenomenon is coming to be recognized as the behavior of administered 
prices. 

In the summer of 1957, the Senate Antitrust and Monopoly Subcommittee, un- 
der the chairmanship of Senator Kefauver, launched an inquiry into admin- 
istered prices and their role in the current inflation. Leading economists ap- 
pearing before the committee agreed that administered prices had become an 
important economic factor which could have a bearing on inflation, yet these 
hearings aroused little public interest at that time. 

But when employment and industrial activity fell in the fall of 1957 while 
prices continued to climb, the question no longer seemed remote from immediate 
public policy. In the winter and spring of 1959, not only the Senate Antitrust 
and Monopoly Subcommittee but the Joint Committee on the Economic Report 
undertook to probe the administrative character of the inflation. Moreover, 
since the traditional devices for curbing inflation were proving ineffective in 
‘the new situation, bills designed to curb arbitrary increases in administered 
prices were introduced and hearings on these legislative proposals were held 
before the Antitrust and Monopoly Subcommittee of the Senate and the Gov- 
ernment Operations Committee of the House. 


Ee 
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The present pamphlet is drawn from a series of statements made at the re- 
quest of these congressional committees, in which the author (1) introduced the 
concept of administrative inflation (July 12, 1957), (2) presented evidence of 
the fact of administrative inflation (January 24, 1959), (3) examined the 
difference between demand inflation and administrative inflation (February 16, 
1959), (4) called attention to the lack of excess demand during the current in- 
flation and the consequent ineffectiveness of monetary controls (March 10, 1959), 

| and (5) sketched out a program aimed at limiting administrative inflation while 
reflating to full employment (March 25, 1959). 
G.C. M., 
Vienna, Va., June 1959. 


ADMINISTRATIVE INFLATION AND PUBLIC POLICY 


The simultaneous presence of inflation and unemployment presents a new 
problem, unknow to past experience and to economic theory. It calls for a 
serious reconsideration of public policy. 

By 1956 and early 1957, it began to be evident that the current inflation was 
not a product of excess demand but, rather, of administrative price increases. 
The Senate Antitrust and Monopoly Subcommitee, under the chairmanship of 
Senator Kefauver, recognized, this possibility and instituted hearings on ad- 
ministered prices in the summer of 1957. At the opening session on July 9, 
1957, Senator Kefauver said : 

“In opening these hearings on administered prices, the Subcommittee on 
Antitrust and Monopoly is trying to come to grips with what is probably the 
Nation’s current No. 1 domestic economic problem—the problem of inflation. 
We are concerned particularly with the extent to which administered prices in 
concentrated industries may contribute to this problem.” * 

In the course of these hearings, the present author contrasted the apparent 
character of the new price advance that became noticeable in 1955 with the 
reflation from the great depression and with the demand inflation following 
World War II, saying: 

“As far as I can discover this recent price rise has not been the result of 
excessive buying power or demand but, at least to a very considerable extent, 
has been a result of action within the area of discretion in which prices and 
wage rates are made. This is suggested by the rise of administered prices while 
market prices were table or falling. 

“This is a new phenomenon. I do not find it anywhere in our history of 
prices.” * 

Reliable statistical data were not then available to establish the relative 
movement of administered and market prices in recent years, but chart A 
presented the best estimate on the basis of available material. The chart 
showed that, whereas flexible market prices had fallen more than administered 
prices in depression and had risen more in inflation between 1929 and 1953, 
the upward trend since 1955 had been in administered prices while flexible 
market prices remained stable. It led to the statement that “if adequate 
price analysis supports this conclusion * * * we have a real and immediate 
problem on our hands. * * * And, to me, the main problem is not to determine 
whether increased wage rates or increased profit margins have been more re- 
sponsible, but to determine the facts as to the area of discretion and devise 
methods for reducing the danger that discretionary power will be used in ways 
harmful to the public interest.” * 

At that time, however, it was the preponderant opinion that the inflation 
we were experiencing was the product of excess demand. This opinion was so 
strongly held that the Federal Reserve Board tightened its money policy in an 
effort to contract demand. This policy failed to check the inflation, but re- 


sulted, instead, in the depression out of which the economy has been climbing 
all too slowly. 


1“Hearings on Administered Prices,” before the Subcommittee on Antitrust and 
Monopoly of the Committeed on the Judiciary, U.S. Senate, 85th Cong., Ist sess., pursuant 
to S. Res. 57, Part I, “Opening Phase—Economists’ Views,” Washington, 1957, p. 1. 
ota” p. 88. Testimony of Gardiner C. Means. 
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Today, after experiencing the previously unheard of paradox of inflation and 
depression at the same time, there are few who still think that this inflation 
has been the product of too much demand. Clearly, the inflation has not been 
of the old-fashioned, classical kind with all prices rising to more or less the 
same extent. Rather, it is now generally understood that the new type of 
inflation is associated with administered prices and wage rates.‘ 


I. THE ADMINISTRATIVE INFLATION, 1953-58 


1. The nature of an administrative inflation 


It is necessary to distinguish between three types of inflation. First there is 
the classical type of inflation in which there is too much money chasing too 
few goods. This is a demand or monetary inflation. There is a general agree- 
ment among economists that if you start with full employment, the effect of an 
unbalanced budget and an easy monetary policy is to generate this kind of 
inflation. Also, there is general agreement that, under normal circumstances, 
a balanced budget and a tight-money policy can prevent this type of inflation. 
This was the kind of inflation we had after the Second World War and again 
in the Korean war. ? 

A second type of inflation is the rise of market-dominated prices in a recovery 
from a recession or depression. This type of inflation is often called a reflation 
because, unlike a monetary inflation which is harmful, it is a normal and 
necessary part of the process of economic recovery. Such a reflation does not 
involve a rise, or as much of a rise, in the inflexible administered prices since 
they do not usually drop as much as market-dominated prices in a recession. 
Of course, a tight-money policy could stop such a rise of market-dominated 
prices, but only by stopping the recovery and allowing unemployment to remain 
high. 

The third type of inflation has been called an administrative inflation and 
involves a rise in prices in the more concentrated industries where there is a 
considerable area of discretion within which pricing policy can be made. Such 
pricing power clearly exists in such concentrated industries as steel and auto- 
mobiles. It could also exist where markets are local and a few producers 
dominate the market. If this type of inflation occurs by itself, it involves a 
specialized price rise with the administration-dominated prices rising while 
market-dominated prices rise little, or even fall. Such an administrative 
inflation could result from excessive wage increases or from business efforts to 
increase profit margins. But this kind of inflation does not come from a general 
excess of demand and it cannot be halted by contracting demand except by 
creating unemployment. 

The relation between these three types of inflation should be noted. Classical 
inflation and reflation are, by their nature, exclusive, since a classical inflation 
starts with full employment while reflation ends with full employment. On the 
other hand, an administrative inflation, because it arises from administrative 
power over prices and wage rates, is, in considerable measure, independent of 
demand, and can accompany reflation or demand inflation and can even occur 
when there is a general deflation in progress. 


2. The evidence of administrative inflation 


The evidence of administrative inflation and its difference from a demand 
inflation are brought out in the four charts which follow. 

Charts I and II concern the period of inflation following the Second World 
War and the start of the Korean war. The inflation of this period was classical 
in its source, with too much demand seeking too few goods. Also, it was classical 
in its results—a more or less general lift in the price level. This can be seen in 
chart I, which shows the percentage increase from 1942 to 1953 in each of the 
commodity groups composing the Bureau of Labor Statistics wholesale price 
index. The height of the columns shows the percentage rise of each of the 
major commodity groups in the index. The width of each column represents 


*An administered price has been defined as a price which is set, usually by a seller, and 
held constant for a period of time and a series of transactions. Such a price does not smoty 
the existence of monopoly or of collusion. However, it can occur only where a particular 
market is dominated by one or relatively few sellers (or buyers). It is the normal method 
of selling in most markets today. Its significance, in contrast to the classical market price, 
rests, first, on the fact that it lies entirely outside traditional economic theory and, second, 
that where the area of discretion in price administration is large, administered prices 
Produce economic results and problems of economic policy quite different from those dealt 
with by traditional theory. 


523856—60——25 
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the weight that each group receives in the wholesale index; i.e., its relative 
importance in our economy so far as wholesale commodities are concerned. The 
area of each column represents the contribution that each group made to the 
war inflations. 

The black columns in these charts represent the commodity groups in which 
price administration plays a major role. For example, most of the products 
included in machinery and motive products have highly administered prices. 
Also, in metals and metal products we have mostly steel and steel products whose 
prices are administered. But, of course, each group includes some market-priced 
commodities such as steel scrap or the nonferrous metals like tin, copper, lead, 
and zine, whose prices are really made in world markets. In spite of the fact 
that each group is a mixture of some administered prices and some market 
prices, those represented in black—metals and metal products, machinery and 
motive products, tobacco manufactures and beverages, nonmetallic minerals, and 
rubber and rubber products—are administration dominated. Similarly, the 
three dark gray columns for fuel and power, for furniture and household 
durables, and for chemicals and chemical products are intermediate mixtures, 
while the light gray columns represent the highly competitive industries such 
as textile products and apparel, hides and leather products, lumber and wood 
produets, and, of coufse, farm products and processed foods.’ 

The year 1942 has been chosen as the beginning of the war inflations because 
the reflation from the great depression of the 1930's was not complete until 
then. In 1940 we had 8 million unemployed and in 1941 we still averaged 
5.5 million unemployed. By early 1942, we had virtually full employment and 
the wholesale price index had just returned to the level it had held in 1926—29 
before the depression. The year selected as the end of the inflation period, 1953, 
was 2 years after the peak of the Korean war inflation had been reached and 
the first of 2% years of relative stability in the wholesale price index. By 
that time, commodity prices had recovered from most of the distortions aris- 
ing from the process of inflation itself. 


SIt should be noted that two additional groups, pulp, paper, and paper products, and 
miscellaneous products, are included in charts II a ly. They are not included in 
charts I and II because of lack of homogeneous series for the whole of the period covered. 

The groupings used by the BLS wholesale price index are, obviously, not the best possible 
groupings for the purpose of this analysis. The picture would be clearer if market-domi- 
nated prices could be separated from administration-dominated prices in each group. Thus, 
it would be desirable to distinguish between the behavior of prices for nickel and aluminum, 
which are produced by concentrated industries, and those for copper, lead, and zinc, which 
. are influenced by a great multitude of producers for world markets, or to distinguish within 

the category ‘“‘Processed Foods’ between those foods whose prices are administration 
dominated and those which are market dominated. If the classification were improved, 
the contrast between the behavior of market and eee controlled prices would 
stand out even more sharply, as has been indicated in the analysis provided to the Senate 
Antitrust and Monopoly Subcommittee by Dr. John Blair (“Hearings on Administered 
Prices,”’ pt. 10, March 1959). 
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The first thing to notice in chart I is the relatively general character of this 
demand inflation. With the exception of the extremes of lumber at one end 
and rubber at the other, there is a considerable similarity in the price move- 
ment. Seventy percent of the groups by weight rose between 49 and 77 per- 
cent. This is very much the result to be expected from a typical demand in- 
flation. The differences in percentage increase for different groups presuma- 
bly reflect the special conditions of supply and demand affecting each group, 
in addition to the general inflationary forces operating on all groups. Indeed, 
these differences involve the kind of relative price adjustments which could 
be expected in an 11-year period even in the absence of inflation. 

The second thing to notice in this chart is the way in which the black and 
gray columns are scattered. There is no evidence here of a significant dif- 
ference in the behavior of the market-dominated and the administration- 
dominated prices for the period as a whole. This further emphasizes the gen- 
eral character of this classical inflation so far as the end results are concerned. 

When we look at the process of inflation, however, we find a quite unclas- 
sical difference in behavior between market- and administration-dominated 
prices. In the beginning of a demand inflation, market-dominated prices tend 
to rise more rapidly while administration-dominated prices lag well behind. 
Then, in a period of readjustment, market-dominated prices fall back while 
administration-dominated prices continue to rise until the two groups are more 
nearly in balance.® 


*It should be noted that there were two separate inflations between 1942 and 1953. In 
each case the process described above occurred. Chart I shows the combined effect of both. 
Chart II shows part of the first. 
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The first stage in this process is shown in chart II. The chart covers the 
period from 1942 to 1947, but most of the rise was in the 2 years after the end 
of the war. Here we have a fairly general rise in prices, but it is clearly led 
by prices in the highly competitive industries represented by the light gray 
columns. The price averages for the mixed and the administration-dominated 
groups represented by the lark gray and the black columns rose very much less. 

Here we have the effect to be expected in a demand inflation. The excess 
demand had its initial impact on flexible market prices, while administered prices 
clearly lagged behind. Thus, administration-dominated prices helped to slow up 
the classical inflation rather than to initiate it. Only in the later stages of this 
demand inflation did administered prices catch up with the general rise. This 
differential behavior in a demand inflation needs to be emphasized because it is 
so different from the differential behavior of these two groups of prices in the 
more recent inflation. 
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The contrast is apparent in chart III, which covers the inflation from 1953 
to 1957, both years of fairly high economic activity. Here, clearly, the price 
rise has come primarily in the groups dominated by administered prices. All 
six administration-dominated groups, the black columns, rose most, the three 
mixed groups, the dark gray columns, rose to an intermediate degree; and the 
clasically competitive prices for food, leather, lumber, textiles, and farm products, 
as groups, either went up litle or actually declined. The pattern is clearly that 
of an administrative inflation. 

Although the general wholesale price index did not begin to move upward 
until the first half of 1955, the year 1953 is used as the starting point for the 
recent inflation because there was a considerable amount of administrative 
inflation between 1953 and 1955 which was covered up in the wholesale price 
index by the fact that reflation from the 1954 depression was not complete until 
the middle of 1955. This is clearly shown in table I, which indicates the percent 
price change for the 15 groups composing the wholesale price index from the 
average for 1953 to the average for the first 6 months of 1955. The commodity 
groups in boldface type correspond to the commodity groups in black in the 
charts and constitute the administration-dominated groups. The commodity 
groups in text type correspond to the commodity groups in dark gray in the 
charts and constitute the mixed groups. The commodity groups in italie cor- 
respond with the commodity groups in light gray in the charts and constitute 
the market-dominated groups: 


Tas_e I.—Wholesale price changes, 1953 to first half of 1955 


Percent 

Commodity groups: change 
er an er tl sn re +11 
Tobacco manufactures and bottled beverages___-______--__-_---___. +5 
Metal and metal products.__....._....____.- ities biest atalia lie Mi a +4 

Ieee: MROPGIS.._....ceeee ees =. +3% 
Machinery and motive products_____.--_-----_~_- picasa) See 

Lumber and lumber products_______---------- BP is Se +1% 
OORGORES ile ees ete... +1 
Pam paper, and eres Prone. -___. Mies cage +1 
Furniture and other household durables___----~~-_- 1 aes 

Fuel, power, and lighting masemeis._....._......__............... -—1\ 
sw ee ok ee sana Seine 
ne Cs I NINN re nee ce —2 
ue a ae ee Se —4+ 

ee | a ee —4\, 
Hides, skins, leather, and leather products____.______-____-- acon Sole 


In this recession and recovery period, all six of the administration-dominated 
groups rose, five of them substantially, while all but one of the market-domi- 
nated groups were below their 1953 level, three of them subtantially. This sug- 
gests that the administrative inflation was in operation even between 1953 and 
the first haif of 1955. 
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Chart IV carries the analysis of the current inflation up to October 1958, but 
differs from the other three charts in that the category, “Metals and metal 
products,” has been divided into three categories—‘“Steel,” “Steel products,” and 
“Metal and metal products (except steel).” Only the first two are given the 
black color to represent domination by administered prices, while metal and metal 
products (except steel) is given a dark gray to indicate a mixture of administered 
prices such as aluminum and nickel and such market prices as iron and steel 
scrap and those of tin and other metals. 

The same general pattern exists here as in the preceding chart, except that the 
dominating role of steel prices in this administrative inflation is clear. Not only 
have steel prices risen most, but the steel-using machinery and motive products 
and other steel products have risen more than any other groups. In fact, these 
steel and steel-using groups account for two-thirds of the gross increase in 
prices shown in the chart; that is, two-thirds of the area above the baseline. The 
administered price groups marked in black account for 85 percent of the gross in- 
crease in the wholesale price index. If these groups had not gone up in price, 
the wholesale price index would have risen less than 1 percent and, so far as the 
wholesale price index is concerned, there would have been no inflation. 

The suggestion has been made that price increases during these years may 
represent a delayed adjustment to earlier inflationary developments and may re- 
flect price and wage adjustments being made some time after inflationary 
pressures in other parts of the economy have subsided.’ There is, however, 
much evidence that by 1953 the lags in wholesale price adjustment had, for the 
most part, been overcome. 

Specifically in the case of steel, which has clearly led the rise of these years, 
this has not been a lagged adjustment. The following table shows indexes for 
finished steel prices and for the wholesale price index for certain crucial periods. 
The base period is the average 1926-29, before the great depression. The second 
date is 1942, the first year in which full recovery from the depression was 
achieved, and the last two are 1953 and October 1958. 


TABLE II.—Steel prices versus wholesale prices 


Index of Percent Index of Percent 
finished change wholesale change 
steel prices from pre- prices from pre- 


(1926-29=100)| vious period | (19: 26-2910) vious period 


IE crarectesnmiacaneroary rqsteare snes t tre Gana ce eiakiennnas BID boccateunseses 
= ceiasmnaoipeitiya Wise ton ipitnlad Ginthennarwun sn cuisine 105. 1 +5 102.1 +2 

Scan necnbae ie neiiennennn panemines esi 210.0 +100 175.1 +72 
| eee i 2 +36 189. 5 +8 


As the table shows, finished steel prices in 1942 were somewhat above their 
predepression relation to wholesale prices, 5 percent up as compared with 2 per- 
cent for the wholesale index. From this level, steel prices doubled in the war 
inflation while the wholesale price index rose 72 percent. From before the big 
depression to 1953 the increase in steel prices was nearly 50 percent greater than 
the increase in wholesale prices. Thus, there is no reason to believe that the 
1953 level of steel prices had faiied to adjust to the new general price level. 
In spite of all the increases in the efficiency of steel production, the rise of steel 
prices from before the depression to the present time has been more than double 
that of the wholesale price index. The rise from 1953 to 1958 was, very clearly, 
not a lag in adjustment to the previous inflation. 

The differential behavior of administered and market prices stands out also 
during the 1957-58 recession. Table III below compares price changes from 
the second quarter of 1957, before the sharp recession began, to the second 
quarter of 1958, when industrial production reached its lowest point. The 
analysis is limited to industrial products since, as the President’s Economic Re- 
port points out, the prices of farm and food products during this period reflect 
the sizable contraction in the supply of certain farm products, notably a short 
supply of fresh fruit and vegetables, due to bad weather conditions during the 


7 Testimony of Dr. Ralph Young, Mar. 10, 1959. “Hearings on Administered Prices,” 
pt. 10. 
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winter and spring of 1957-58 and the short supply of cattle." The metal and 
metal products group has been divided as in chart IV, and miscellaneous has 
been treated as farm and food because it is dominated by animal protein feeds. 
As in table I, the boldface type of table III indicates the administration- 
dominated groups, the text type indicates the mixed groups, and italic type 
indicates the market-dominated groups. 


TaBLeE III.—Wholesale price changes, 2d quarter 1957, to 2d quarter 1958 


Percent 

Commodity groups: change 
re ee nn scmsininainsmrenmspeeie nieeneceaes +4.1 
eC ANREr EN A. . ncsntmunapaetnennabcareemesieeererat +3.0 
Tobacco manufactures and bottled beverages.______--______________ ok 
Ne nn seaman lees ciemiacedenoied +2.7 
Furniture and other household durables__.-_._--__-__----._-.___-_- +1.4 
ule pamer One einen sronurs. nn ree +1.3 
Carre ee er en aeeweene +1.2 
Hides, skins, leather, and leather products_________._---____--____- +.9 
Ne eee ee nn eee a a ee ae oenceealbccicares +.3 
ee ne nie rivmnimenmanmneen —.4 
Se pas re sens ment mermnanaimaieamensh —2,0 
en i ne anno nneien —3.2 
ann. Gee, Suman nn —6.7 
Metal and metal products (excluding steel) _._-_-__-_-_-_-________-__- —9.9 
IIE i IE a Me eA MS Si RRR BE So Ss ne +7.8 
Tee ee en en nnn ncn ee eee +7.2 
ee +7.8 


During this year of recession the industrial price average was very stable. 
But this stability of the industrial price index was a product of two opposite and 
offsetting developments. The price indexes of all but one of the administration- 
dominated groups rose, five of the seven by substantial amounts, while most of the 
market dominated and mixed groups fell. Even the administration-dominated 
group which failed to rise, that of rubber, helps to confirm the general picture 
when the market priced natural rubber, which dropped 22 percent, is separated 
from the administration-dominated rubber products which rose 2 percent. For 
industrial prices as a whole, the continued administrative inflation was masked 
by deflation of market-dominated prices. Thus inflation and deflation combined 
to give a false appearance of price stability. 

In the partial reflation period since the spring of 1958 the administrative 
inflation appears to have continued along with some refiation of market-dom- 
inated industrial prices, a compound movement which has been masked in the 
wholesale price index by the offsetting fall in the indexes of farm and food 
products as the particular scarcities of that spring have disappeared. 


8 The index of farm prices as reported does not make it — to distinguish between 
changes which reflect normal fluctuations in demand and supply and those reflecting 
abnormal weather conditions. In respect to demand, there is no essential difference be- 
tween food and fiber and other commodities. All are subject to fluctuation in demand as 
incomes change and as tastes shift. But with respect to supply, most farm crops, exclusive 
of lumber, are subject to unplanned fluctuations due to the factor of weather, insect pests, 
and disease. ‘Thus the actual soany of farm products in any crop year is only partly due 
to the planned decisions of individual farmers. This is in direct contrast with industrial 
proaaes whose output tends to be closely related to the planned output of the individual 
roducers. 

. It would greatly facilitate economic analysis if price indexes for farm products could be 
yy = ch were adjusted not only seasonally, but also for weather-induced abnormali- 
ties in supply. 

As it io if is necessary to keep the possibility of such abnormalities in mind when 
farm products are included in the inflation analysis. The prices of farm products, processed 
foods, and miscellaneous products whose principal item is animal protein feeds have been 
excluded from the analysis of the period 1957-58 because of the freezes in the winter of 
1957-58 which greatly curtailed the supply of fresh fruits and vegetables and because of 
the abnormally bw supply of cattle as farmers were induced by high cattle prices to hold 
back heifer calves to add to their breeding herds, thereby further pushing up the price. 

Farm products, processed foods, and miscellaneous have been included in charts III an@ 
IV, however, because there is no evidence that abnormalities in supply significantly affect 
the before-and-after comparison of 1953 with 1957 or with October 1958 which cover a 
span of 4 or more years and a change in the wholesale price index of 6.8 percent or more. 

This abnormality in farm and food products is much less serious when longer periods and 
large changes in the average of prices are examined. It becomes acute when a short-range 
aud smali-change comparison is made. The 1957-58 comparison covers changes in a single 
year and a change in the wholesale price index of less than 1.8 percent. 
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In the light of all this evidence, anyone who thinks that the recent inflation 
is not an administrative inflation had better study the record. 


3. The absence of demand inflation 


Since administrative inflation and demand inflation can occur simultaneously, 
the question still remains as to whether or not there was demand inflation at 
any time since 1953. Actually, there is no evidence of excess demand during 
this period. This becomes clear from an analysis of the relation between de- 
mand and capacity during these 5 years. 

First, it is important to note that 1953 was a year of high employment with- 
out inflationary pressures. Unemployment in 1953 averaged less than 1.9 mil- 
lion, following 2 years of almost equally low unemployment. Thus, the “Eco- 
nomic Report of the President” stated in January 1954, “Perhaps never before 
in their history have the American people come closer to realizing the ideal of 
high and expanding employment, without price inflation, than in 1953.” ° 

From 1951 to the beginning of 1953 some measure of price control had been in 
effect. However, the inflationary pressure of the Korean war had subsided so 
that by January 1953 the wholesale price index was 6 percent below its 1951 
peak. As a result, when price controls were finally dropped in early February 
1953 there was no rise ik prices. As the President’s Economie Report stated, 
“The removal of controls early in February 1953 had apparently as little effect 
on the year’s wage movements as on its price developments.” ” 

Let us then examine the relation of production to capacity in recent years, 
using 1953 as a noninflationary, full-employment base. 

First, consider unemployment after 1953. In every year since 1953 unem- 
ployment has averaged close to a million more than in 1953.” The same ex- 
cess unemployment is shown, quarter by quarter. In each quarter since 1953, 
unemployment has been more than 850,000 higher than in the lowest quarter of 
1953. In other words, in no quarter since 1953, a year without inflationary 
pressure, has demand been pressing on the labor supply. 


® “Economic Report of the President,” transmitted to the Congress, Jan. 28, 1954. U.S. 
Government Printing Office, Washington, 1954, p.11. It is perhaps ironic that, at the time 
the President's report was written, the recession leading to the 1954 depression was already 
in evidence, since the seasonally ners index of industrial production had been ey ay | 
for 4 successive months and unemployment had been increasing more than seasonally for 
months. By December 1953, employment was half a million less than in December 1952, 
and industrial production, seasonally adjusted, was down 5 points from the beginning of 
the coer. txowe had stopped in the summer of 1953. 

#” Tbid., p. 39. 

“ Unemployment came within 952,000 of the 1953 figure in 1956, but was over 1 million 
in everv other year since 1953 (all figures employ the new definitions of unemployment). 
It should be noted that the picture would be even more striking if only the first 8 months 
of 1953 were used as the full-employment, noninflationary base, since unemployment in the 
first 8 months, seasonally adjusted, was less than for the year as a whole because of the 
recession in the last 4 months. 
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The same conclusion applies to manufacturing capacity. This can be seen in 
chart V, which presents indexes of manufacturing capacity and production since 
1953. As can be seen from the chart, manufacturing capacity expanded faster 
than production so that, at the successive peaks of production, demand was less 
and less pressing on capacity. Indeed, at the peak quarter in 1955, manufac- 
turing production was only 6 percent over its peak quarter in 1953, while ca- 
pacity had increased by 16 percent in the same period. And after 1955, while 
manufacturing capacity continued to expand at much the same rate, there was 
no significant increase in production. This is certainly not a picture of demand 
pressing on capacity. And if there was no demand inflation in 1953, how could 
there be demand inflation in 1955 or later when both labor and manufacturing 
capacity was less fully used? 


12 Derived from the “Economic Report of the President,” Jan. 20, 1959, p. 11. Chart V 
differs from that published in the Economic Report in one respect. The Dec. 31, 1952, 
value for capacity is taken as 100 instead of Dec. 31, 1953, since obviously capacity was 
at least as great in early 1953 as output. 
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CHART VI 


OUTPUT OF DURABLE MANUFACTURES 


F.R. INDEXES, ADJUSTED FOR SEASONAL VARIATIO 947-49 2100 


PER CENT 
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SOURCES: McGraw-Hill Publishing Company, Board of Governors of the 
Federal Reserve System. 


It has been suggested that the inflation came in response to a high demand for 
durable goods, so let us look at the record there. Since it is well known that 
durable goods capacity has expanded more rapidly than total manufacturing 
capacity, the latter has been used as a conservative measure of the growth of 
durable goods capacity. As can be seen in chart VI, there is very much the same 
pattern for durable goods as for manufacturing as a whole. Here, too, produc- 
tion lags way behind the buildup of capacity. Again, evidence of demand 
pressing on capacity is lacking. Rather, after 1955 we have the picture of mild 
stagnation, recession, and partial recovery. 
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But what of steel, which was such an important contributor to the price rise 
after 1953? Chart VII shows the relation of steel capacity and output. In spite 
of the heavy production of autos and other durable goods, steel production in 
1955 did not come as close to capacity as in the first half of 1953. Only in the 
spring and fall of 1956 did steel production reach rated capacity. This, however, 
ean scarcely be regarded as an example of excess demand. It was, rather, a 
reaction to the 6-week strike which occurred in the summer of 1956. It is well 
recognized that when a strike is possible on a certain date inventories are built 
up ahead of time, as happened again in the spring of 1959, and are then depleted 
during the strike and rebuilt after it is over. 

The fact that the high rate of steel production in the spring and fall of 1956 
was not a product of excess demand but of a temporary deficiency in production 
during the summer is indicated by the horizontal dotted line of chart VII which 
represents the average demand for 1956 and is well below the levels of 1953 and 
1955. Thus, there was no excess of demand for steel after 1953 of a sort which 
could be thought of as part of a demand inflation. Rather, steel prices showed 
a tendency to rise without respect todemand. Whether market prices were fall- 
ing with a fall in general demand or were rising with a rise in general demand, 
steel prices moved up year by year. Chart VIII shows steel prices rising in every 
year since 1953 and it is not possible from a study of the chart to determine 
which were years of recession and falling demand and which years of higher 
demand. 
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Clearly, so far as wholesale prices are concerned, the dominant fact of the 
inflation since 1953 has been its administrative character. At no time since 1953 
has demand been pressing on either the labor supply or manufacturing capacity 
as strongly as it did in 1953 when there was no demand inflation. Indeed, after 
1953 there was not even sufficient demand to produce full employment, let alone 
generate demand inflation. 


4. The source of administration inflation 


Once the fact of administrative inflation is accepted, the next problem is to 
discover its source. Business management calls it wage inflation and blames the 
unions. Labor points to the pricing power of management and says this power 
has been abused. In theory, an administrative inflation could arise either from 
labor seeking to push up wage rates faster than productivity, or from manage- 
ment seeking to increase profit margins too much, or from a combination of these 
two. What are the facts? , 

An examination of the situation in steel will throw some light on the ques- 
tion. To focus on steel prices seems appropriate, not only because steel is a 
kingpin in the administrative inflation, but because steel is a kingpin in our 
whole economy, with its price effects ramifying in all directions. Materials 
presented to the Senate Antitrust and Monopoly Subcommittee by the steel 
companies and the Steelworkers’ Union provide a basis for answering the ques- 
tion: What is the source of the increase in steel prices? 

As far as the increase during the demand inflation resulting from the two 
wars is concerned, neither labor nor management was responsible. Careful 
analysis of the data introduced by management shows that both the employ- 
ment costs per ton in producing steel and the prices of steel lagged well be- 
hind the general price rise until the last stages of the war inflations. During 
most of this period, wage rates went up less quickly than the increases in pro- 
ductivity and in cost of living would justify and by 1953 they had hardly 
caught up with the general rise in the price level. As chart II shows, prices 
of metals and metal products, predominantly steel, showed a smaller rise in 
price from 1942 to 1947, the early part of the inflation period, than did prices 
in the more competitive industries. Thus, the restrained behavior of both 
labor and management operated to slow down the inflation which arose from 
excess demand. 

The administrative inflation since 1953 is quite a different matter, for, as we 
have seen, steel has been leading, not lagging behind, the price increases in 
other industries. 

In the Senate subcommittee hearings in the summer of 1957, a great deal of at- 
tention was focused on the average $6 increase in the prices of finished steel 
which took place in July of that year. On this, Mr. Blough, chairman of the 
board, United States Steel Corp., testified as follows: 

“In our most recent negotiations last year—after a 5-week strike—we signed 
a labor agreement. It was that labor agreement which foreordained our re- 
cent price increase. 

“On July 1 of this year we faced what our recent total wage-cost history 
demonstrates was about a 644-percent increase in our total costs per man-hour, 
and to cover these costs in part we raised our steel prices by an average of 4 
pereent.” 

There are three points to notice about this placing of the entire blame for 


* these price increases on the labor contract. 


First, the statement of costs is in terms of cost per man hour, not in terms of 
cost per ton. At no point in the formal presentation by the company was the 
effect of the increase in output per man-hour considered or the net effect of the 
wage increase on cost per ton discussed. And, of course, it is cost per ton and 
not cost per hour which is important for pricing. 

Second, Mr. Blough’s 614-percent increase due to the labor contract includes 
not only the increase in employment cost expected, but also the expected in- 
crease in the cost of purchased materials and services per man-hour of employ- 
ment. The company argued that, historically, when their employment cost per 
man-hour went up $1 their total costs—including both employment cost and cost 
for purchased raw materials, fuel and services—went up more than $2." 

This is more or less what one would expect as a result of a demand inflation 
when everything goes up by more or less the same amount. But it would not 


18 “Hearings on Administered Prices,” pt. 2, p. 211. 
%4Ibid., p. 244. 
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necessarily follow in an administrative inflation. What is immediately import- 
ant is that the corporation reasoned that, since employment cost per man-hour 
was going up nearly 6 percent, total costs divided by total man-hours could be 
expected to go up 64% percent. 

The third thing to notice is that there is no reference to the changes in steel 
prices since the previous adjustment of steel wages to productivity in the summer 
of 1956. Yet finished steel prices had been increased an average of $5 a ton 
during the winter of 1956-57, primarily through increasing steel extras. Also 
a 3-cent cost-of-living increase was required by the labor contract in the same 
period. Both of these increases need to be included if we are to appraise Mr. 
Blough’s conclusion that the labor contract forced the $6 increase in steel prices 
in July 1957. Wecan restate the problem: Did the increased cost per ton of steel 
resulting from the labor contract, including both the cost-of-living increase in 
the winter and the July 1 increases, justify an $11 increase in steel prices? 

A careful analysis by the present author of the data presented in the hearings 
leads to the conclusion that the increase in labor costs per ton due to the labor 
contract was not more than $1.75 per ton.“ Also, the cost of materials and 
services per ton appears to have gone down in this period. Thus, only a small 
proportion of the $11-per-ton price increase can be attributed either directly or 
indirectly to the labor contract. 

A similar conclusion is reached with respect to the role of labor in relation 
to the administrative inflation if we examine the increases in wage rates and 
productivity, not in steel alone but in manufacturing as a whole. From 1953 
to 1957, hourly earnings of factory workers increased an average of 17 percent.” 
If output per factory worker had also increased 17 percent as a result of technical 
improvement, there would, on the average, have been no increase in wage costs 
per unit of product and, so, no basis for price increases. On the basis of studies 
covering the years from 1953 to 1956” and evidence of continued technical 
improvement in the following years, the output per man-hour from 1953 to 
1957 appears to have increased approximately 16 percent from technical 
progress.” This would leave only a 1-percent increase in the labor cost per 
unit due to the increase in hourly wages of factory workers. Of course. the 
salaries of nonfactory workers may have increased faster than their output. 
But, as far as production workers are concerned, only a small part of the 
10-percent increase in industrial prices between 1953 and 1957 can properly be 
attributed to the increase in wage rates. 

Whether the rest of the 10-percent increase in industrial prices ean be justified 
on other grounds is another matter. Management points to the effect of inflation 
on, depreciation charges when accounting is based on historical cost. However, 
it is difficult to believe that even a full account of these effects would justify 
the whole of the price increases. The United States Steel Corp. itself, in its 
testimony before the Senate subcommittee, treated the accounting effects of in- 
flation as a secondary factor. 

Consider specifically the $11 increase in steel prices in 1956-57. If $1.75, or 
even $2, could be justly attributed to an increase in labor costs, how much of 
the remainder was an increase in profits? This question cannot be answered 
simply, because the recession immediately followed the June 1957 wage increases. 
Steel profits dropped, partly because of the big drop in steel sales and partly 
because of increased unit costs due to the large amount of overhead labor re- 
quired in the making and selling of steel which has to be spread over a smaller 


% The exact method of arriving at this conclusion is set forth in detail in the “Hearings 
on Administered Prices,” pt. 9, pp. 4762-4766. Examination of the data presented by 
management and labor at the steel hearings (ibid., pts. 2, 3, and 4) disclosed much greater 
agreement on the increases in cost per man-hour than some of the statements at the hear- 
ings suggested. The major difference in the respective figures on costs per ton arose from 
the fact that labor adjusted the increase in costs per man-hour under the contract from 
mid-1956 to mid-1957 for the estimated increase in output per man-hour due to technical 
improvement in the same period. Management took no account of this factor and treated 
the increase in cost per hour for the contract year as if it were identical with the increased 
cost per ton for the period. The above calculation of $1.75, of course, takes account of 
increased output per man-hour. 

%*“Beonomic Report of the President,” January 1959, p. 169. Average gross hourly 
earnings of all manufacturing workers. 

— Economic Committee, “Productivity, Prices, and Income,” Washington, 1957, 


e 38 It should be noted that the actual Sgeres of eutget per man-hour published by the BLS 
show a lower increase from 1953 to 1957. These figures reflect both the increase in out- 
pat per hour due to improved technology and also the decline in output per hour due to the 
ower rate of operation in 1957 as compared with 1953. 
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amount of production.” The very high rates of steel profits in the first quarter 
of 1959, when the volume of sales had recovered, suggest that an important part 
of the price increases of 1957 and 1958 went to widen profit margins. 

We thus appear to have a clear case in steel, not only of the existence of an 
important degree of pricing discretion, but of the exercise of that power to 
increase prices significantly in excess of the increase justified by increased costs. 

Moreover, since the steel industry, a leader in the administrative inflation, 
tried to place prime responsibility on labor where it clearly does not belong, and 
since, in manufacturing as a whole, prices since 1953 were raised very much more 
than would seem to be justified by the effect on costs of increased wage rates 
adjusted for increased productivity, there should be great hesitancy in accepting 
the widespread contention of management that laber is to a major extent he 
source of this administrative inflation. 


II. MONETARY POLICY AND ADMINISTRATIVE INFLATION 


In the past, a tight-money policy has been regarded as a major instrument 
for controlling inflation. Also, an easy-money policy has come to be regarded as 
a device to stimulate demand when unemployment is excessive. However, there 
is an obvious conflict in traditional policy when inflation and unemployment 
occur together. In order to find a possible way out of this conflict, we need to 
examine both the theory and the practice of monetary policy. 


1. Monetary policy and demand 


It is generally agreed among economists that insofar as monetary measures 
operate on inflation and employment they do so through influencing the demand 
for goods. However, there is not general agreement as to the extent to which 
monetary measures can, in fact, influence demand. Most economists agree that a 
tight-money policy can restrict demand and, under normal circumstances, can 
prevent a demand inflation. But there is greater uncertainty as to the effective- 
ness of an easy-money policy in expanding demand. Some economists hold that 
an easy-money policy and expansion in the money supply cannot bring about an 
expansion of demand. Others hold, with John Maynard Keynes, that an easy- 
money policy can stimulate demand when interest rates are high, since a reduc- 
tion in rates will stimulate investment, but that, once rates have been reduced 
to a minimum level, further monetary expansion will have no further stimulating 
effect. A third group holds that monetary expansion can stimulate demand both 
through reducing interest rates and also directly, so that, even when interest 
rates are at a minimum, further monetary expansion will bring added demand.” 

It appears to be the position of the Federal Reserve Board that a tight-money 
policy can limit demand and that an easy-money policy can induce an expansion 
of demand.” This is the position which will be adopted here. It means that a 
tight-money policy can be an effective instrument for controlling a demand in- 
flation and an easy-money policy can be an effective instrument for increasing 
demand when there is excessive unemployment. On the other hand, there is 
nothing in this theory which indicates that monetary measures can control an 
administrative inflation without creating exeessive unemployment. Let us, then, 
examine monetary policy and its effects since 1953. 

A rough measure of monetary policy and its effect on the real-money supply 
and the level of industrial production are given in chart IX. The steplike line 
represents the discount rate of the New York Federal Reserve Bank, which is 
a fairly accurate reflection of that much more complex thing, Federal Reserve 
policy—the eentral monetary policy. of the country. The lower, fluetuating line 
represents the ehanges in the real-money supply which result from monetary 
policy.” The top line shows the fluctuations of industrial production. 


1% Quite apart from nonproduction workers, when steel is operating at an average rate 
close to a fifth of the production workers are “overhead.” As a result, when production 
falls, the man-hours of production work do not fall in the same proportion and output per 
production worker declines. 

*® This view holds that Keynes’ liquidity trap can operate, so far as leans are concerned, 
when interest rates are so low that individuals and enterprises would prefer to hold any 
amount of money rather than make additional loans; but that there would seem to be no 
point short of satiety at which individuals and enterprises would prefer to hold any amount 
of money rather than purchase more goods or services for consumption or investment. 

Cf, ‘‘The. Monetary System.of the United States,’’ by Dr. Ralph A. Young, Federal 
Reserve Bulletin, February 1953. 

2'The measure of the real-money supply is derived by dividing the monthly figures for 
“adjusted demand deposits and currency” by the Consumer Price Index. A more refined 
deflator for the money series could be devised but the actual result would not be significantly 
different. The real-money supply is stated in terms of 1958 prices. 
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CHART IX 
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As can be seen from chart IX, there was neither a tight nor an easy money 
policy in 1953 and some monetary expansion occurred in the first part of the 
year. In early 1954, an easy-money policy was adopted to increase demand 
and help overcome the 1954 recession with a $10 billion expansion in the real 
money supply. The easy-money policy was reversed in the late spring and 
summer of 1955, bringing to a virtual halt the expansion in the real-money supply. 
Then, in the fall of 1955, a tight-money policy was instituted, which was further 
tightened in ‘1956 and kept tight through 1957 and the first quarter of 1958. 
From the spring of 1956, the effect of this policy was to produce a fairly steady 
contraction in real-money supply amounting to over $17 billion by the beginning 
of 1958. In the spring of 1958, the tightness in money policy was relaxed but 
Teal-money expansion did not begin until an easy-money policy was adopted in 
April 1958 with a consequent expansion of more than $5 billion in the real-money 
supply. This monetary expansion was brought to a halt in early November 1958 
when the money policy was again tightened. 
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Just what was the effect on inflation of the tight-money policy from late 1955 
to early 1958? In late 1955 and early 1956, it may well have served to prevent 
a demand inflation which would otherwise have occurred, although demand, in 
fact, did not rise to the extent required for full employment. In the latter part 
of 1955 there was a high demand for credit, partly to finance the heavy volume 
of auto purchases and partly to finance capital expansion by business. This 
tended to lift interest rates above their 1953 levels, and this might have resulted 
in some demand inflation if expansion in the real money supply had not been 
limited. However, this action did not prevent administrative inflation. 

After early 1956 the situation was quite different. By the spring of 1956, manu- 
facturing demand was easing off, particularly for durable goods other than steel, 
which was being accumulated in anticipation of a strike. As we have seen, at 
no time after the spring of 1956 was demand sufficient to push manufacturing 
production significantly above its highest 1955 level in spite of surplus labor and 
productive capacity. The further tightening of monetary policy after the spring 
of 1956 was thus effective in limiting demand. But, because there was no ini- 
tial excess in demand, the further tightening of policy inhibited growth in the 
presence of unused resources, while administrative inflation continued. 

Then, in the summer of 1957, when there were ample signs that demand was 
steadily weakening relative to normal growth, the extreme tightening of money 
was a shock to the business community that could well have initiated the sharp 
recession which followed and, along with the previous tightening, have been its 
primary cause. The recession brought a fall in market prices which masked the 
continued administrative inflation but did not halt it. 

The conclusion seems inescapable that a tight monetary policy cannot stop 
administrative inflation without creating excessive unemployment, and may 
not be able to do so even then. In the last 3 years, the effort to control admin- 
istrative inflation by a tight-money policy appears to have cost the Nation at 
least $70 billion of national production (at 1958 prices) which would have 
been available if demand had not been so curbed by the tight-money policy that 
a significant amount of manpower and industrial capacity was idle. Whether 
the administrative inflation during the period would have been greater if a 
full-employment monetary policy had been pursued is open to debate. 

It is easy to see why the Federal Reserve Board continued its tight-money 
policy after the spring of 1956. The wholesale price index continued to rise and 
the Consumer Price Index began to rise in the summer of 1956. In traditional 
economic theory, rising prices are an indication of excess demand. An undis- 
criminating analysis of price movements seemed to confirm the general char- 
acter of the inflation. And the concept of an administrative inflation was not 
then current.” 

However, suppose that the Federal Reserve Board had been given an analysis 
showing that after the spring of 1956 there was no demand inflation, that 
neither labor nor plant capacity was being fully utilized, and that administra- 
tive inflation was under way. Consider the dilemma which would have faced 
the Board: Should demand be expanded so as to bring about full employment 
while administrative inflation continued, or should demand be contracted in an 
effort to prevent administrative inflation even though this meant excessive un- 
employment? This would have been an awful choice and there is a good deal 
of question whether such a momentous decision should rest with the Federal 
Reserve Board. 


2. Recognition of thé ineffectiveness of monetary measures to control admin- 
istrative inflation 

By March 1959 it was coming to be widely recognized that the inflation was 
administrative in character and that a tight-money policy was powerless to deal 
with it. On March 12 the economic adviser to the Federal Reserve Board, Dr. 
Woodlief Thomas, stated in a letter to the Washington Post: 

“Recent discussion of the influence of administered prices, stimulated by * * * 
the Kefauver committee * * * has made a significant contribution to a better 
understanding of the problems of inflation and fluctuations in economic activity 


3 An excess in demand could have been expected because, with higher short-term interest 
rates, the public, and particularly those in touch with the short-term loan markets, would 
have wanted to hold smaller money balances, keeping a larger proportion of their liquid 
assets in an interest-earning form. 

% The term “administrative inflation” was first used and the concept spelled out in the 
author’s testimony before the Senate Antitrust and Monopoly Subcommittee in July 1957 
and evidence was presented there scceens that the current inflation was administrative 
4n character. “Hearings on Administrative Prices,” pt. I, p. 84 
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and employment. This contribution is in pointing out that there are unstabilizing 
forces in pricing actions of the private economy—on the part of both management 
and labor—that cannot be effectively controlled or corrected by governmental 
actions in the area of fiscal and monetary policies.” 

Dr. Thomas concluded that “much of the unemployment existing today can be 
attributed to distortions and inflexibilities in the price and income structure.” 
Essentially this same position was taken by the Chairman of the President’s 
Council of Economic Advisers, Raymond J. Saulnier, who wrote, “In my judg- 
ment these price increases [in the heavy industries and consumer durables] were 
a major factor in limiting demand and thereby restraining output.”* A similar 
position was taken by Dr. Ralph Young, Director of the Division of Research 
and Statistics of the Federal Reserve Board, in testimony before the Kefauver 
committee on March 10, 1959. 

On March 14, the New York Times carried an editorial on the same subject 
entitled “An Aroused Reserve Board.” This editorial described the ‘extremely 
serious dilemma * * * presented to the monetary authorities’ by the new type 
of inflation. The editorial pointed out that “general credit controls are too blunt 
an instrument for dealing with this type of price rise. If applied with sufficient 
vigor they can slow down the whole economy and produce widespread disemploy- 
ment, thus creating the impression that the Federal Reserve Board was neglecting 
its responsibilities under the Employment Act of 1946." Further the editorial 
says of the Board “that a point has certainly been reached when it finds itself 
forced into the position of ‘taking the rap’ for inflationary policies that are 
socially and economically unsupportable, but with which it is not equipped to 
deal.” 

The same subject was also discussed in a Washington Post editorial under 
the title “The Price Issue Is Joined.” * This editorial said, “There is a growing 
consensus that present fiscal and monetary controls of the Government simply 
cannot cope with the administered price sector of the economy where concen- 
trated industries like steel can, as they have shown, defy sagging demand, increase 
prices and profits, and thus seriously retard economic growth.” The editorial 
closed with the following words: 

“S-, the issue is joined. If the makers of steel and autos and other heavy 
manufacturing and the unions which serve these industries will now acknowl- 
edge their power, accept the social responsibility that goes with it, and discharge 
it in the public interest, the American economy can avoid further regimentation 
and control. If they will not, Congress and the administration will be under 
mounting pressure to devise effective restraints.” 


Ill. THE IMMEDIATE PROBLEM OF RECOVERY WITHOUT INFLATION 


1. The present situation and the dilemma 


At the beginning of this year, the President stated in his Economic Report, 
“We may justifiably take satisfaction in the increases already achieved in em- 
ployment, production, and incomes and in the fact that the price level has been 
reasonably steady of late.”** In commenting on the economie prospects, he 
stated, “As 1959 opens, there is reason for confidence that the improvement in 
business activity which began in the second quarter of last year will be extended 
into the months ahead.” * 

These statements confuse the recovery of business with the recovery of em- 
ployment. From the bottom month of the recession, the increase in employment 
had hardly kept pace with the increase in the labor force, and the formal figures 
for unemployment were higher in January 1959 than a year earlier. Even after 
the increase of 1.1 million in employment in March, a large part of which was 
a seasonal increase, employment had increased over the preceding March by only 
half a million more than the normal increase in the labor force. Though busi- 
ness was back to prerecession levels, little progress had been made toward fuller 
employment. 

The small progress toward full employment stands out more clearly when we 
examine the increase in jobs which would be needed to achieve reasonably full 
employment. In 1953, the most.recent year of full employment, unemployment 


% In a letter to Representative Thomas B. Curtis, dated Feb. 18, 1959, and made public 
on Mar. 9 by the Joint Eeonomic Committee. 

76 Mar. 12, 1959. 

77 “Economic Report of the President,’ 1959, p. 4. 

8 Tbid., p. iv. 
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averaged appreciably less than 2 million. Therefore, the goal of not more than 
2 million unemployed seems a reasonable goal for full employment. To reach 
this goal from the March 1959 level of over 4 million unemployed would require 
much more than an increase of 2 million jobs. When demand is. expanded, 
additional labor is drawn into employment not only from those listed as unem- 
ployed but also from three other major sources. 

The first is the expansion in the labor force itself. With jobs not so plentiful, 
the labor force has not maintained its normal rate of growth. When jobs are 
scarce, people on the borderline of wanting jobs drop out of the labor force, older 
individuals approaching retirement who lose their jobs do not seek others, and 
in other ways people who really want to work are not looking for work and 
so officially drop out of the labor force. Plentiful job opportunities bring these 
people back into the body of productive workers, adding to their own welfare 
and to that of the Nation. As much as a million extra workers might come 
from this source. 

A second source of additional nonagricultural workers consists of those who 
would leave agriculture, once nonfarm jobs were plentiful. In the last 5 years 
of somewhat reduced job opportunities, the flow of workers off the farm has 
been at half the rate of the preceding 5 years, a difference of more than half a 
million. How much of this slowdown is due to reduced job opportunities is hard 
to determine, but a considerable part can be attributed to this source. 

Finally, the involuntary part-time workers provide an added source of labor 
and full-time workers are likely to put in an increased amount of overtime as 
demand increases to the full-employment level. Au increase in the workweek 
could easily add the equivalent of another million full-time workers. 

These three sources of manpower might easily add the equivalent of 2 million 
workers. In that case, with over 4 million now unemployed, it would require 
the equivalent of more than 4 million additional full-time jobs outside of agri- 
culture, plus the jobs necessary to absorb the normal addition to the labor force, 
in order to reduce unemployment to the figure of 2 million. Thus, if job exten- 
sion continued only at the rate which existed from March 1958 to March 1959, 
it would take something like 4 or 5 years to achieve a level of full employment 
comparable to 1953. 

Is this rate of job expansion likely to continue? By the spring of 1959, two 
of the major sources of recovery had lost much of their immediate potency and 
a third was no longer being employed. The reversal of the inventory contrac- 
tion which accompanies a recession is a strong factor in recovery, once the 
turning point has been reached, but a large part of the recovery impetus from 
this source had already spent itself. Also, the heavy Government spending and 
deficit which contributed to the partial recovery appeared likely to diminish 
greatly by summer. And the easy-money policy adopted in the spring and sum- 
mer of 1958, which brought a $5 billion expansion in the money supply in the 
% months from February to November, was reversed in the fall of 1958. With 
these three stimulating factors not operating strongly, even the slow rate of 
absorption of the unemployed might not continue without some new stimulus 
such as that of an easier money policy. 

This brings us back to the dilemma in monetary policy created by adminis- 
trative inflation. An easier money policy to stimulate employment would not 
only raise market prices by expanding demand, but would also, in part, validate 
the administrative inflation which has already taken place and lay the basis 
for further administrative inflation. On the other hand, if the price indexes 
are to be kept stable while administrative inflation continues, a tight-money 
policy would be needed which would so limit demand that market-dominated 
prices would drop enough to offset and mask the rise of administration domi- 
nated prices. This policy would maintain or increase the excessive unemploy- 
ment, just as happened between the second quarter of 1957 and the second 
quarter of 1958. In one case, we would have continued inflation, with the 
damage it does to those with fixed incomes, pensions, and the like; in the other 
case, we would have continued depression while the burden of price stability 
would be placed on the small businessman, the farmer, and the unemployed. 

Some people have suggested that, because of the conditions leading to ad- 


2 Civilian employment in March 1959 was 63,828,000, 1,517,000 more than in 
March 1958. If the normal growth in the labor force is taken as 800,000, only 717,000 of 
the jobs went to reduce Re oy ment. Also the big increase in employment in April 1959 
was partly seasonal and partly due to an excessive increase in steel, auto, and other inven- 
tories as insurance against a steel strike. 
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ministrative inflation, we have ot choose between the two horns of the monetary 
dilemma. Certainly, if the whole matter were left to monetary action, this 
would appear to be the case. 

However, these are not the only alternatives if we are willing to go outside 
of the field of monetary policy. The view of this author is in that it is well 
within our power to develop a program which will bring about full employment 
with a reasonably stable price level, and at the same time retain the advantages 
of the free enterprise system. Such a program is outlined in the following 
section. 


2. Animmediate program for recovery 


So far as the immediate future is concerned, the problem is to hold down ad- 
ministration-dominated prices while we reflate to full employment through an 
easier money policy. Four measures in conjunction could achieve these re- 
sults. 

(a) A congressional directive to the Federal Reserve Board.—At the present 
time there is great ambiguity as to the responsibility of the Federal Reserve 
Board with respect to inflation. The Employment Act of 1946 places on the 
Board (as on other agencies of Government) responsibility to aim its policies 
at “maximum employment, production, and purchasing power.” It is generally 
accepted that there is an implicit directive to maintain price stability. Since the 
Board does have the powers which could prevent demand inflation, but cannot 
control administrative inflation without creating excessive unemployment, the 
directive to aim at both high employment and price stability involves some meas- 
ure of contradiction. This contradiction could be removed by a joint resolution 
of the Congress, which would— 

(1) distinguish between demand and administrative inflation; 

(2) absolve the Federal Reserve Board from responsibility for controlling 
administrative inflation and reiterate its responsibility for aiming its policies 
toward achieving high employment and preventing demand inflation; and 

(3) accept the responsibility of the Congress to find other ways to prevent 
serious administrative inflation. 

Since the Federal Reserve Board is a creature of the Congress, a joint reso- 
lution would be a command to it. Moreover, a congressional discussion of such 
a resolution could be very educational even if the resolution were not passed. 
Such a discussion alone might be sufficient to clarify the responsibility of the 
Reserve Board. 

With such a clarification of objectives, the Board could adopt policies which 
would bring about the expansion in demand required for full employment with- 
out demand inflation, while other measures were adopted to prevent serious ad- 
ministrative inflation. The Board already has ample powers to prevent the ex- 
pansion of demand from becoming excessive and creating demand inflation. 

(b) Public hearings to check administrative price increases.—There are before 
Congress several bills which would authorize one Federal agency or another to 
hold public hearings on any prospective price increase which appeared to 
threaten economic stability. Enactment of such legislation would provide a 
check on the tendency to raise prices by administrative discretion. Price and 
wage controls in peacetime should be regarded as a last resort, to be considered 
only if other measures have failed. But public hearings on prospective or actual 
price increases and, where necessary, on wage increases, could serve a very use- 
ful purpose where there was serious danger that such increases would threaten 
the stability of the economy and impede economic recovery. 

A large number of such hearings would not have to be held in any one year. 
Authority to hold hearings could be expected to reduce somewhat the enthusiasm 
for raising prices, and a few important hearings could do much good. The 
disclosure of relevant data on costs, wages, productivity, and so forth, would allow 
the public to discuss on a factual basis the legitimacy of price increases and 
bring home to those in control in the concentrated industries the policies which 
would represent responsible behavior toward economic recovery. Such hearings 
would not be a powerful tool, but rather a valuable aid both in slowing up ad- 
ministrative price increases and in educating the public to the significant issues. 

(c) An anti-inflation tax to reduce incentives for price increases.—The in- 
centive to increase administered prices in order to increase profits could be 
greatly reduced by a graduated anti-inflation tax. The evidence presented before 
the Senate Antitrust and Monopoly Subcommittee makes it clear that the con- 
centrated industries are the chief source of administrative inflation. There- 
fore, an excess-profits tax limited to the larger corporations, perhaps those with 
assets over $100 million, could be effective. Presumably, it would only be opera- 
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tive for profits above an ample rate of return on capital and then would take an 
increasingly large proportion of the excess as the rate of return was higher. 
Such a tax would reinforce the effect of hearings on specific prices. It is quite 
possible that these two measures alone would be sufficient, along with the public 
education involved, to prevent serious administrative inflation while monetary 
measures were used to expand demand to the extent required for full employment. 

(ad) An easier money policy.——The fourth requirement in this recovery pro- 
gram would be an easier money policy. So long as the Federal Reserve Board 
thought that it was dealing with a demand inflation, it had reason to pursue 
a tight-money policy. And, when its leading economists came to recognize the 
administrative character of this inflation, the Board faced the dilemma already 
outlined. But if the Board were relieved of responsibility for combating ad- 
ministrative inflation and steps were taken to check administrative inflation 
such as the public price hearings and the anti-inflation tax suggested above, 
the Board’s course would become clear. 

How much monetary expansion would be required to support full employ- 
ment must be a matter of trial and testing which should be left to the discretion 
of the Board. An expansion sufficient to create the equivalent of an additional 
4 million jobs might require a further increase in the money supply in the magni- 
tude of $8 or $10 billion or a smaller or iarger amount. The discretion of the 
Board should be relied on to prevent excessive demand which would lead to 
demand inflation. 

Of course, an expansion of demand which would reestablish full employment 
would involve some rise in market prices. If the administered prices were 
held down, this reflation would bring market prices more nearly into line with 
administered prices. The resulting rise in the average of prices would be a 
necessary cost of economic recovery, since the alternative of forcing down ad- 
ministered prices to the necessary extent is impractical. With little rise in 
administered prices, the necessary reflation might involve as much as a 3-percent 
rise in the average of wholesale prices, but, once recovery was complete, there 
need be no further rise, provided administrative inflation is prevented. 

Such a four-point program could be expected not only to bring the economy 
fairly quickly to full employment, but to produce a Federal budget surplus 
of as much as $6 or $8 billion. The income created by the equivalent of a 4 
million increase in jobs would add $6 or $7 billion to the Federal tax revenue; 
reduce unemployment compensation payments significantly, perhaps by $1 to 
$2 billion; somewhat reduce the cost of the agricultural program; more than 
balance the budget as designed by the President; and give a budget surplus of 
$4 to $5 billion. By reducing interest rates, it would make debt refinancing 
easier and importantly reduce the cost of carrying the public debt, perhaps 
by a billion dollars. The anti-inflation tax would also add revenue, perhaps 
a billion dollars. 

Altogether, such a program would increase the welfare of people all over the 
country and restore the national economy to health and growth. It would 
produce an appreciable Federal surplus which could be used to finance additional 
domestic programs, such as school construction, and more foreign aid, or to 
reduce the national debt or to lower taxes. 


IV. THE BASIC PROBLEM OF ADMINISTRATIVE DISCRETION : THE BIG CORPORATION AND 
THE MODERN ECONOMY 


The program outlined above is only concerned with the immediate problem of 
economic recovery to full employment. It is not concerned with the more basic 
problem created by the pricing discretion of big business and big labor which 
has shown itself-in administrative inflation. Even when administration infla- 
tion is overcome, the more basic problem of pricing power will remain. It is a 
problem which is not likely to be solved quickly or by any simple program. It, 
like administrative inflation, involves matters which lie outside the framework 
of traditional economic theory. When an adequate solution is found, the price 
hearings and anti-inflation tax suggested here may be supplanted or they may 
become an integral part of such a solution. The more basic problem is raised 
here partly to indicate the temporary and limited character of the problem and 
program which has been outlined, and partly to emphasize the need for continued 
investigation of the role of the big corporation in the modern society. 


Dr. Nourse. Mr. Chairman, could I add one point? 
Senator Ciark. Yes, sir. 
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Dr. Noursr. With reference to the proposed section 7, although I 
have indicated a very friendly attitude toward it, I would like to 
make one point or a double point. It does not seem to me to involve 
the horrendous consequences which were portrayed by several of the 
business representatives and, I think frankly, by Chairman Saulnier. 
Neither does it, in my judgment, hold out as great possibilities of 
benefit as the labor spokesmen hope for. It is not as easy to accom- 
plish the things it aims because, again I emphasize, there is little 
possibility of getting “facts” in such hearings as proposed in section 7 
that will give “the. answer” to grave industrial disputes. I think 
supporters of section 7 exaggerate the possibility. 

Insofar as it is useful, I think it would be by clarifying the issues 
If we can get a procedure which would enable somebody, proceeding 
from the President or the Congress, to get a real declaration of the 
issues that would be a gain. Dr. ( reorge Taylor said it was impos- 
sible to get. this in the steel controversy, as you remember. He said 
that they had not made any real progress toward finding what the real 
issues were. 

Senator Crark. If you will pardon the observation, Dr. Taylor felt 
it was impossible to get at the issues because the preliminary fact- 
finding had not been done. He was only given a week or two to get 
into the business at the very end. At least that was the inter preta- 
tion I put on his statement. 

Dr. Noursr. Well, of course, that raises the question of what are the 
facts which bear upon such a very broad issue as that. 

Senator CrarK. It does indeed. 

Dr. Nourse. The facts do not speak for themselves. You get a 
great deal of data, but much of it is estimates and accounting figures 
and all sorts of things which are not inspired truth. 

Senator Ciark. It is because the facts do not speak for themselves 


that this bill contemplates that there should be a summary of the facts. 


and, where the President deems it advisable, an advisory statement. 

Dr. Nourse. I see a joker in that—if I may comment—“where he 
deems advisable.” He will be expected to do it every time. 

Senator CiarKk. I would not so think, but we can disagree on that, 
I think. 

Dr. Nourse. I think this provision puts him on the spot. He is 
supposed to interpret the findings. But when we try to pin the 
President down on a recommendation, I have very serious misgivings. 

Senator Crark. Let me say again, sir, we are not trying to pin the 
President down at all. That is not what the act says. It says spe- 
cifically where he deems it advisable. That is not pinning him down. 

Dr. Nourse. I think that is something of a joker—that he would 
be expected to do it and, if not, the public will demand, “Why did 
not the President make a recommendation ?” 

Senator CiarK. I would not feel that way, but still you are entitled 
to your opinion. 

Senator Bennerr. I was going to make the rather obvious comment 
that, given a mountainous set of facts and data, one of the problems, 
probably the chief problem of a factfinding commission, is to sort 
them out and decide which facts are pertinent and to interpret them. 
So that the makeup of the factfinding commission and its bias may 
very definitely affect the facts that are presented by the manner in 
which they are presented. 
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Senator Ciark. And this bill proposes to leave it to the President 
of the United States. Who better? 

Dr. Nourse. Well, this comes back in the end, in my opinion, to 
a situation in which the terrible word “politics” is going to be inevi- 
tably involved in this kind of a process, even as aad as the President 
might try to keep it out, because he cannot appoint people who are 
completely objective, w ithout some kind of bias, whether it is their 
education, their background, or what have you. That is the thing 
that has always worried me about any factfinding commission. I 
think it is a commission that ends up finding opinions and interpre- 
tations as much as it finds facts. 

Senator CriarK. If you would substitute the word “vovernment” 
for “polities,” I would agree with everything you say. T have often 
wondered what the difference was in a democi racy. Maybe this is not 
the time to get into that. 

Senator Bennerr. It may not be. 

Senator Crark. If there are no more questions, thank you very 
much, Dr. Nourse. 

(The following was received for the record :) 


MAN-MADE FIBER Producers ASSOCIATION, INC., 
New York, N.Y., March 4, 1960. 
SUBCOMMITTEE ON PRODUCTION AND STABILIZATION OF THE COMMITTEE ON BANK- 
ING AND CURRENCY, 
U.S. Senate, Washington, D.C. 


MEMORANDUM IN OPPOSITION TO S. 2382 


GENTLEMEN : This statement in opposition to S. 2382 is presented on behalf of 
the Man-Made Fiber Producers Association, Inc., which represents the major 
U.S. producers of the principal manmade textile fibers, such as rayon, acetate, 
triacetate, acrylic, modacrylic, nylon, polyester, spandex and others. 

The total domestic production of manmade fibers (excluding glass fibers) in 
1959 reached 1.81 billion pounds. Of this, 1.72 billion pounds were consumed 
domestically. The domestic consumption in 1959 of natural fibers amounted to 
4.35 billion pounds of cotton, 445 million pounds of wool, and 6.4 million pounds 
of silk? 

The bill is an attempt to deal with the problem of inflation by bringing “to 
bear an informed public opinion upon price and wage increases which threaten 
economic stability” as stated in the preamble, and is based on the erroneous 
theory that the pricing policies in so-called concentrated industries are “ad- 
ministered” to result in an inflationary trend which threatens economic stability. 
The bill, in effect, proposes “price and wage control by inquisition.” * 

In evaluating the opposition of this industry to indirect restraints on the 
pricing decisions of management, there must be borne in mind the fact that the 
outstanding characteristics of the manmade fiber industry is change. The in- 
dustry’s large research and development expenditures yield an ever-increasing 
flow of new and improved fibers resulting from man’s ability through chemical 
processing of natural and synthesized materials to rearrange the molecules of 
raw materials into fibrous structures with desirable textile properties. 

The industry has also been characterized by a noteworthy degree of price 
stability in the midst of a generally rising price structure in the industrial 
economy. The wholesale price index of manmade fibers has shown a declining 
trend during the past 9 years, while wholesale and consumer price indexes of 
commodities generally have increased as illustrated by the following chart based 
on data published by the Bureau of Labor Statistics: 


1 Source: Textile Organon, February 1960 issue, published by Textile Economics Bureau, 
Inc., New York, N.Y. 


3 Minority views, H. Rept. No. 539, 86th Cong., 1st sess. 
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This basic and dynamic industry, a significant force in our expanding economy, 
is disturbed by the broad expansion of executive powers and the indirect re 
straints on pricing, including implications of compulsory arbitration, as provided 
in S. 2382, and believes that the enactment of the bill would be improper and 
unwise and the administration thereof would be fraught with many potential 
dangers of gravest importance to industry. 


CIRCUMVENTION OF CONSTITUTIONAL PROTECTION OF CITIZENS 


If the bill required that employers who gave wage increases or contemplated 
doing so or made price increases or proposed to do so appear before the President 
or a Federal agency at any public hearings for the purposes set forth in the 
preamble to the bill, then the bill would be unconstitutional. The bill is an 
attempt, however, to accomplish the same purpose without requiring the at- 
tendance of employers at such public hearings by subpena but forcing their 
participation through the threat of attendant adverse publicity for failure to 
appear. 

We submit that it is unconscionable for the Congress to authorize and direct 
the executive branch of the Government to employ its functions in a manner 
which, in effect, substitutes pressure of public opinion for constitutional 
authority. 

The Congress has not found that any public evil is present or imminent. 
While the proposed new section 7 to be added by S. 2382 to the Employment 
Act of 1946 refers to price increases which “threaten national economic sta- 
bility” the Congress has not found that any price increases in and of themselves 
constitute such a threat. The Congress has not taken the position that economic 
stability may be maintained in a static condition, but on the contrary the pro- 
posed new section 6 of the Employment Act of 1946 refers (a) to the concept of 
sustained growth and (b) to the concept of reasonable price stability, thus recog- 
nizing two elements of change in economic stability which inevitably occur. 

S. 2382 not only fails to find any public evil or state any valid legislative 
purpose for sanctioning public hearings on price increases but negatives such 
purpose by providing for only the means to influence public opinion on pricing. 
The authorization for public hearing, therefore, is not to ascertain any facts 
needed by the Congress in order to legislate. 

Since the means provided for bringing “informed public opinion” to bear upon 
price and wage increases are the public hearings, publication of ‘factual sum- 
maries” and “advisory statements,” the bill provides for exposure for the sake 
of exposure which would not be a valid purpose for a congressional investiga- 
tion. See Watkins v. United States, 354 U.S. 178 (1957): ef. Barenblatt v. 
United States, 360 U.S. 109 (1959). 

For many decades it has been well established that the Congress may not 
undertake an investigation in the absence, as in the this case, of any 
showing that legislation is contemplated. See Kilbourn v. Thompson, 103 U.S. 
168 (1881). When it is clear that the inquisition will serve no valid congres- 
sional purpose, the citizens are protected from such inquiries. United States v. 
Rumely, 345 U.S. 41 (1953). These latter two citations show a long-established 
and currently approved doctrine of the courts disapproving investigations by the 
Congress without legislative purpose. 

oxcept in the regulation or prohibition of monopolies and combinations in 
restraint of trade or tendencies thereto, it is extremely doubtful that the Con- 
gress in times of peace has power under section 8 of article I or any other pro- 
vision of the Constitution to establish price surveillance as a means of price 
control. 

We respectfully suggest that, if S. 2382 sanctioned action by the executive 
through the use of subpena powers to require citizens to give public account of 
their business decisions for the purposes stated in the bill, the Congress would be 
attempting to authorize an invasion of the property rights of citizens contrary 
to the fourth and fifth amendments to the Constitution. The right of a business- 
man to price his product is a property right. The Bill of Rights protects busi- 
nessmen as well as other citizens in the enjoyment of property rights and an 
attempt to deprive them in whole or in part of the enjoyment of these rights 
isa deprivation of property without due process of law. 

May the Congress accomplish a deprivation of these property rights by threat 
of adverse publicity stimulated by the executive branch for failure to appear 
at public hearings, to produce witnesses and records, to accept “factual sum- 
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maries” or to follow “advisory statements” and thus make constitutional what 
would otherwise be unconstitutional ? 

S. 2382 fails to meet the principles of, and limitations on, delegation of power 
where such power exists. This bill declares no policy, establishes no standard, 
lays down no rule to guide or limit the President in the selection of the business 
firm to be queried on actual or prospective price increases, no method of deter- 
mining when a price increase is in prospect in the near or remote future, no 
rules for the conduct of public hearings, no rules on relevancy of facts to be 
adduced and published in the “factual summaries,” and not even a suggestion 
as to what would be pertinent advice. Under well-established principles of 
constitutional law, such an attempted delegation, even when applied to existing 
powers, would be invalid. Panama Refining Co. v. Ryan, 298 U.S. 388 (1935) ; 
see also United States v. Cohen Grocery Co., 255 U.S. 81, 89 (1921) ; Sunshine 
Anthracite Coal Co. v. Adkins, 310 U.S. 381, 398 (1940); United States v. Rock 
Royal Co-operative, 307 U.S. 533, 574-7 (1939); Schechter Poultry Corp. v. 
United States, 295 U.S. 495 (1935). 


THE THEORY OF ADMINISTERED PRICES 


Although the real purposes of 8. 2382 are not fully set forth in the text, the 
bill is intended, as stated in the report of the House committee on its counter- 
part, H.R. 6263, in statements of the sponsors and in testimony of witnesses, to 
bring public opinion to bear on price and wage increases “particularly those oe- 
curing in the concentrated industries.”* That report states that the bill would 
authorize the President to hold hearings concerning price increases in “those 
concentrated industries where production is in the hands of a relatively few 
giant corporations which can singly, or in concert, act to raise prices regardless 
of market conditions or demand for the product” * but the provisions of the bill 
authorizing inquiry into pricing are not limited to price increases by such cor- 
porations. 

So far as a few giant corporations acting singly or in concert may have the 
power to raise prices regardless of supply or demand for the product, the laws 
already provide: more ‘adequate remedies in legislation relating to monopolies 
and restraint of trade. 

The bill attempts, however, to avoid all burdens of proof required -in order 
to establish monopoly, restraint of trade, or even actions tending toward 
monopoly or restraint of trade but, according to the committee report, assumes 
that such conditions exist without establishing any basis of such assumptions. 

As a measure conceived to counteract the “administered price” power of so- 
called concentrated industries, S. 2382, interpreted in the light of the House 
committee report on H.R. 6268, is based on the false premise that, where a 
relatively few large companies account for the bulk of total sales in a line of 
commerce, there is a concentration so heavy that monopoly or threat of 
monopoly is automatically present and that the prices of the products of such 
corporations are “administered.” This premise is rebutted by the chart at page 
3, supra. 

The history in our own industry shows an increase from 1949 (the Bureau of 
Labor Statistics standard is 100 for the period from 1947 to 1949) in the Whole- 
sale Price Index for yarn and staple of manmade fibers of nine-tenths of a 
point—less than one-tenth of a point per year. While the entire sales of 
acetate staple fiber were made by only two companies, the wholesale price 
index of that commodity as reported by the Bureau of Labor Statistics fell to 
77.8 in January of 1960 from 103.7 in 1951 (22.2 below the 1947-49 standard). 
In the case of nylon staple, now produced by only four companies and never 
produced by more, the wholesale price index of the Bureau of Labor Statistics 
fell from 112.9 in 1952 to 85.8 in January 1960 (14.2 below the 1947-49 standards). 

The use of the term “administered prices” appears to be a device to establish 
merely by way of statement favored theories of pricing and inflation which 
have not been and may not be established by proof. By conceding the validity 
of their own theories, the proponents thereof create the confusion of designating 
the effects as the causes of inflation. 

The considered view of competent economists is that— 





*H. Rept. 539, 86th Cong., p. 2. 
*H. Rept. 539, 86th Cong., p. 7. 


we 
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(a) “administered prices” is a vague and almost meaningless concept; 
and 
(b) “administered pricing power” has no causal relationship to infla- 
tionary pressures in our economy. 
These points are illustrated by the following excerpts from the study presented 
by Walter D. Fackler, assistant director, economic research department, U.S. 
Chamber of Commerce, to the Joint Economic Committee on “The Relationship 
of Prices to Economic Stability and Growth” and recently published by that 
Committee in its “Commentaries” : 

“The term, ‘administered prices,’ has been used so often recently in so many 
ways that for practical purposes it is devoid of meaning. Furthermore, even 
those who define the term to their own satisfaction often blithely ignore their 
own definitions in subsequent discussion. If the problem were merely one of 
semantics within the economics profession, little harm would be done. But when 
the term is bandied about vaguely and loosely by the public (and, unfortunately, 
by some economists) in political debate and public policy discussions, it becomes 
a menace.” 

* + cd * * * « 


“Much has been said in recent months about administered prices as a cause 
of inflation. While most popular discussion smacks of political (or union) propa- 
ganda, the subject (as opposed to many of the arguments) merits serious con- 
sideration. A number of contributors to the Compendium start with the implicit 
or explicit assumption that ‘administered pricing’ constitutes an autonomous in- 
flationary force. If this be true, however administered prices are defined, then 
it is the responsibility of the proponents of this view to describe the mechanism 
by which business pricing policies generate and propagate inflation. This has 
not yet been done to the satisfaction of the great majority of economists.” 

7” * * * * © * 


“* * * But neither monopoly prices nor ‘administered prices’ (competitive 
or otherwise), in themselves, create inflationary pressures. In fact, all the evi- 
dence points to the contrary. Business pricing policy (whether a firm has mar- 
ket power or not) is generally based on long-run considerations; it, therefore, 
tends to be conservative. When demand is rising, a businessman is not anxious 
to tempt new entrants by raising prices to capture temporary, short-term profits 
at the expense of his long-run market position. When demand is falling, on the 
other hand, the possibility of new competition is much less pressing, and existing 
firms can maintain their prices without undermining their long-run market posi- 
tion and earning capacity. It seems, therefore, that where firms have some dis- 
cretionary latitude in pricing policies, their price responses will tend to dampen 
both inflationary and deflationary price movements.” 

The theory of “administered prices” and the theory of S. 2382 that a price 
increase by an individual firm may threaten national economic stability over- 
look the fact that, whatever may be the status of direct competition within a 
line of commerce, such commodities are also subject to (@) interindustry compe- 
tition from other commodities, and (b) from the effects of foreign competition. 
Interproduct competition, such as coal with fuel oil, manmade fibers with 
natural fibers, plastics with metal, leather and textiles, paper with textiles, etce., 
plays as vital a role as does competition from identical domestically produced 
commodities. The competition in the domestic market from foreign manufac- 
tures is too widely known to need lengthy discussion. This competition is pri- 
marily based on lower prices for foreign-made goods which necessarily affect the 
prices of domestic manufacturers regardless of size of domestic manufacturers 
and which more effectively control market prices than any so-called administered 
price power. 

THE UNLIMITED AUTHORITY GRANTED BY THE BILL 


The bill authorizes the President or any Federal agency designated by him to 
hold public hearings on price or wage increases. It imposes only two criteria 
for the exercise of such power, the first one of which cannot, in any sense, be 
regarded as a limitation. He may hold public hearings on any price increases, 
prospective or actual, which in his judgment appear to threaten national economic 
stability. His power to hold public hearings on wage increases is limited to wage 
increases declared by the firm involved to be a cause of price increases which he 
finds appear to threaten national economic stability. The President has the 
additional power to issue “factual summaries of such hearings” and, in his 
discretion, to issue “advisory statements.” 
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Under the bill, the decision to hold public hearings on actual or prospective 
price increases rests solely in the judgment of the individual, who may at the 
moment be the President of the United States, as to what may appear to him to 
threaten the national economic stability. It may, therefore, be expected that, 
since the sole test is the opinion of an individual, the power may be exercised 
from time to time in varying degrees, depending upon the political and eco- 
nomic philosophies of the individual holding that office. 

The conduct of the hearing, the selection of witnesses to be heard, and the 
relevancy of evidence would depend on the unrestricted discretion of the Fed- 
eral agency to which the President delegated the authority granted to him by 
the bill except to the extent he might, in his delegation, place limitations thereon. 
The determination of all procedural questions at the hearing, of relevancy or 
irrelevancy of testimony and every other phase of the conduct of the hearings 
would thus rest in the decisions of the members of the designated Federal 
agency. Such decisions would from time to time vary according to the political, 
economic, and legal philosophies of the members of the agency. 

While the bill places a mandate upon the President to issue factual sum- 
maries of the hearings, it is not unreasonable to assume that, in view of the 
probability of his nonattendance at the hearings, he will depend in large meas- 
ure upon summaries reeommended by the agency as factual. The issuance of 
advisory statements is apparently entirely within the discretion of the indi- 
vidual who may at the moment be the President of the United States. 

Thus the bill attempt to establish a government of men—not laws. 

As stated in a report (minority views) to the House of Representatives on 
the companion bill H.R. 6263 by 11 members of the House Committee on.Gov- 
ernment Operations, the procedures established by the bill may be character- 
izes as “granting the executive carte blanche power to turn the spotlight of 
publicity on prospective price or wage increases of any cOmpany or labor union 
whatsoever. By intimidation and publicity this proposal seeks to freeze prices 
and wages indirectly rather than by forthright legislative mandate. It would 
direct the vast powers and prestige of the President and the executive branch 
of the Government, or any agency thereof that the President might select, against 
an individual business concern or labor union and give the appearance of point- 
ing the finger of public scorn at employers and employees who might legitimately 
believe that their continued existence and welfare depended upon price or wage 
adjustment. This would be price and wage control by inquisition.’ ° 

This bill, therefore, is a blunt instrument intended, as the House committee 
stated, to give the President “something more than a precatory power.’ * 
Frankly conceived as a means of “mobilizing public opinion,” ‘ the bill is designed 
to help “prevent or reduce” “unjustified price increases.”* [Emphasis added.] 

The bill,.as interpreted by the report, grants the President the authority and 
discretion to determine what price increases are or are not justified. Obviously, 
an inquiry into profits is intended and the purpose is, in effect, to control profits 
as well as prices. 

The absence from S. 2382 of any statement of policy, findings, and principles 
such as would be required under a constitutionally valid direct price control 
law gives S. 2382 a misleading appearance of simplicity. This very lack con- 
verts S. 2382 into an all-encompassing grant of unrestricted power to the Presi- 
dent or the Federal agency which power could be used unfairly for propaganda 
purposes by marshaling public opinion to impose on selected industries controls 
which the Congress is unwilling or unable to establish by legislation and may 
be used to apply public pressure on the Congress to promote the enactment of 
legislation favored by the executive branch of the Government. 

S. 2382, if enacted, would be a distinct departure from our congressional tradi- 
tion of a responsible use of legislative power by the limited delegation of au- 
thority to an administrative or executive agency only under the protective safe- 
guards of standards and criteria for action by the agency and of judicial review. 


WHAT IS “NATIONAL ECONOMIC STABILITY” ? 


The bill uses, without definitions, the terms “national economic stability” and 
“reasonable price stability” in the proposed new sections 6 and 7 without any 
attempt to equate these two concepts. 


°H. Rept. 539, 86th Cong. (minority views), pp. 26-27. 
°H. Rept. 539, 86th Cong., p. 7. 

7 Ibid. 

® Id. 
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What is meant by “national economic stability” as the term is used in the 
bill? Does it mean static prices, profits, wages, and production? Does it mean 
static prices notwithstanding increased costs? The bill appears on the one hand 
to suggest that national economic stability is a static condition and on the 
other hand to suggest there may be reasonable changes in the degree of price 
stability. 

Since the term “national economic stability” is used without definition, the 
individuals who, from time to time, hold the office of President may impute to 
the term such varying meanings as each of them deems appropriate. The man- 
agers of business thus cannot be certain what the President from time to time 
will consider is encompassed under the term “national economic stability” but 
in making pricing decisions must evaluate the likelihood of Presidential inquiry 
based on the appearance of a threat to the “national economic stability” as that 
term is understood by the Chief Executive then in office. The business managers, 
in addition to the abilities and attributes now required to exercise their functions, 
would need a quality of clairvoyance to determine what prospective as well as 
actual price increase would appear to the President to threaten national economic 
stability. In the order established by the bill, the President must also possess 
a degree of clairvoyance since he must first form an opinion and thereafter 
ascertain the facts. 

We submit that national economic stability must be considered as relative and 
not absolute. The economy of a nation with rapidly expanding population must 
include and provide for dynamic growth of industrial production and employ- 
ment. Static national economic stability can never be achieved in a dynamic 
economy nor is it desirable that an effort be made to promote a static condition 
of economic stability at the price of a static and inadequate economy. It is, 
therefore, not clear that the Congress should attempt to stabilize the economy 
if that stability prevents change and growth but, since the President may invoke 
inquisitorial powers under the bill when the national economic stability appears 
to him to be threatened, it must be contemplated that such powers could be 
invoked by some President even though the change in national economic stability 
was necessary and desirable to provide the goods, services, and employment 
required by a growing population. 

The new products of an innovating industry initially carry relatively high 
prices until the market introduction stage is past and the large volume production 
needed to secure widespread market acceptance spreads the amortization of re- 
search, development, pilot plant, new plant construction, and startup costs over 
many units. The price finally selected for the product takes into account many 
factors, including informed estimates as to the size of the potential market. Fre- 
quently these estimates are optimistic and must be revised downward, forcing 
an increase in the price, which some President might consider has the appearance 
of a threat to national economic stability. 

The vitality of the U.S. economy is directly dependent upon the freedom of 
U.S. businessmen to innovate, expand production, increase employment 
and market an ever-increasing volume and variety of goods. The strength and 
welfare of the American free enterprise system is dependent upon maintenance 
of this freedom of managerial decision. The freedom of managerial decision 
cannot possibly continue under control by the Central Government which is the 
unstated but basic aim of the bill. Even indirect governmental control may, 
under the guise of maintaining economic stability, prevent our necessary eco- 
nomie growth. The Government control and restraints arising under S. 2382, 
by the very reason of their uncertainties and indirection, would be even more 
injurious in effect than specifically enumerated degrees of Federal control. 

The bill carries the implicit assumption that price increases affect national 
economic stability by causing inflation and reduction of purchasing power. This 
assumption ignores the primary causes of inflation and fails to recognize price 
increases as a result, rather than a cause, of inflation. It gives no consideration 
to such primary causes as unbalanced budget and deficit financing. 


THE BILL FAILS TO DEFINE “WAGES” 


While wage increases are recognized in the bill as a contributing cause to 
price increases and the bill authorizes inquiry into wage increases as well as 
price increases, the definition of what are increases in wages is not as simple 
as may appear from these words. In some statistical data the term “wages” 
is restricted to the direct payments for hourly work. Such restriction ignores 
the compensation paid for overtime as well as the additions to cost caused by 
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expenditures for insurance, pensions and other so-called fringe benefits which 
now amount to a high percentage of the total payments to and for the benefit 
of employees. 

Obviously, no inquiry into wages would be sufficient to establish an adequate 
basis of “factual summaries” unless it included every element of cost arising 
from compensation and the supplying of benefits to employees. 

Since, however, this term is undefined in the bill, there is no way of knowing 
what meaning may be given to it by the executive branch of the Government. 


THE ERBONEOUS ASSUMPTION THAT RESTRAINTS AND CONTROLS ON BUSINESS PROMOTE 
NATIONAL ECONOMIC STABILITY 


Implicit in the new section 7 which the bill would add to the Employment 
Act of 1946 is the postulate that given the nature and characteristics of the 
U.S. economy, price increases can operate so free of the checks and balances 
built into our economic system that they could “threaten national economic 
stability.” This proposition expresses not only a vote of no confidence in 
our free enterprise competitive economy but, in effect, puts the Congress in the 
position of accepting the principle that there must be control of the economy 
by the Central Government. 

Businessmen discharge their managerial responsibilities and our economic 
system operates most efficiently when all of the factors which have an influence 
upon business decisions are known or ascertainable. The American economy 
has reached its present vigor because of the freedom of businessmen to direct the 
use of capital in productive enterprise through a decision-making process which 
has available to it knowledge of the factors which govern the operation of the 
marketplace. Positive law has added to the science of business economics 
definite and ascertainable safeguards in the form of antitrust laws, the laws 
against unfair competition, etc. 

Now it is proposed that there be superimposed on this system an indefinite 
and undefined procedure under which the individual who happened at any 
time to be the President of the United States could, purely for the purposes of 
puhlicity and advice, set in motion a public inquiry into a particular price or 
wage adjustment by an individual firm in the obvious hope that prices and wages 
may be controlled not by the decisions of the managers of business, the leaders 
of labor and the consumers but by public opinion guided and influenced by the 
Chief Executive or a Federal agency. The effect of the bill is to substitute the 
judgment of the President for the judgment of the managers of business without, 
however, assumption of their responsibilities to owners of the business, to the 
employees and to the customers. 

The obvious purpose is to prevent a prospective price increase or to eliminate 
in whole or in part a price increase already in effect, since the Congress cannot 
be assumed to be so naive as to believe that a wage increase once in effect on 
agreement with management would or could be voided in whole or in part as 
a result of public inquiry, the publication of “factual summaries,” and the tender 
of advice from the executive branch of the Government. In fact, it is difficult 
indeed to conceive a situation in which advice to reduce or eliminate an agreed 
wage increase would ever be tendered by the executive branch of the Government. 

The most important effect which the inquiry could have on prospective wage 
increases would be to interfere with collective bargaining and to cause one or 
both parties to postpone reaching an agreement, which might contribute more to 
instability than stability, particularly if either party thereafter rejected as 
unsound the so-called factual summary or the advisory statement. 

The business community has a legitimate interest in any legislative proposal 
which would oust management from its rightful decision-making role and inject 
dangerous uncertainties into the practical operation of our economic system. 
It cannot be argued that the bill would be limited in its effect to only a few 
well-defined industry groups or that the public hearings would inquire into price 
increases by a group of business enterprises. The bill specifically permits inquiry 
into price increases where only one firm is singled out for public hearing. 

In lieu of the operation of a free enterprise system, the bill proposes a form 
of Central Government control of prices in a manner which might be most harm- 
_ ful to the business enterprise and its established and valuable goodwill. By 
authorizing the executive branch of the Government to influence and guide public 
opinion after hearings which may have been inadequate to establish all pertinent 
facts and which may have adduced many irrelevant facts, the bill would compel 
every firm making a price increase to attempt to anticipate the President’s judg- 
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ment concerning the effect of such price increase on national economic stability 
and to suffer grave injury if, in the sole and unrestricted opinion of the then 
President, the price increase might even appear to threaten the national economic 
stability. 

The bill would force upon the business firm making a price increase the very 
serious choice to appear and participate or to decline to appear and participate 
in any public hearings which the President might elect to institute. 

The agency conducting the hearing would have no more power of subpena than 
rests in the President—namely, none. Such powers to compel attendance of 
witnesses and the production of documents as may be vested in various Govern- 
ment agencies relate to the specific functions of each of such agencies. The 
grants of these powers are not so broad that they could be invoked by the desig- 
nated agency in aid of the hearings for which the bill provides. 

Obviously, the firm which declined to participate in the public hearings would 
be subject to adverse publicity and public opprobrium and would have extreme 
difficulty in conveying to the public generally the reasons upon which its decision 
was based, including the lack of rules for orderly procedure and the uncertainty 
as to whether the hearing would adduce all the pertinent facts, no irrelevant 
material, and would be correctly reported in the factual summary. 

A business firm which was willing to appear and participate in the hearings 
would be entering into a hearing to be conducted under no published rules of 
procedure, with no clearly defined issues, with no provision for appropriate test 
of relevancy of facts adduced, without limit as to the scope of inquiry and with 
the risk of revelation of the most intimate details of its business not only to the 
general public but also to its foreign and domestic competitors. Unlike the 
procedures generally established in connection with conduct of hearings and the 
determination of facts by administrative agencies, there would be no provision 
tor judicial review of such findings and conclusions as may appear in the so-called 
factual summaries or advisory statements. 

It is an obvious error to assume that compelling business to operate under any 
such system would promote national economic stability. 


“FACTUAL SUMMARIES,” “ADVISORY STATEMENTS” AND COMPULSORY ARBITRATION 


The bill is a poorly concealed attempt, in effect, to impose compulsory arbitra- 
tion of price and wage increases without the safeguards usually governing arbi- 
tration proceedings. In place of the arbitrator’s award, the bill would substitute 
the factual summary and the Executive’s advisory statement. The method of en- 
forcement would be by bringing to bear the pressure of public opinion aroused 
and guided by the executive branch of the Government. 

We doubt that the Congress is so lacking in confidence in our free enterprise 
system and in collective bargaining that it would be willing, if it had such power, 
to enact legislation to require that prices and wages be set by compulsory arbitra- 
tion. The Congress should be even more reluctant to establish a procedure which, 
in an almost irresponsible manner, is designed to have the effect of compulsory 
arbitration. 

CONCLUSION 


Dag Hammarskjold, Secretary General of the United Nations, recently sounded 
a note of warning which should be heeded here: 

“Are we not, perhaps, rather inclined to resolve the conflict between stability 
and growth too exclusivély in favor of stability—to the detriment of the vigor 
and dynamism so characteristic of the world economy during the first postwar 
decade”. 

The Congress would do the United States a serious if not fatal disservice if it 
abandoned the private enterprise mechanism which has served the Nation so 
well and began a journey down the road to centralized state control of the peace- 
time economy—a journey which shortly reaches the point of no return. The 
continuance of the vitality of our economy and the importance of the policies 
which are chosen by the Government in an attempt to influence the health of our 
economy are related directly to the political freedom of the citizens of this 
country. 

Our freedom is indivisible. We cannot destroy economic freedom and preserve 
political freedom. 





® Statement before the Economic and Social Council at Geneva in July 1959. 
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For all the reasons set forth above, this association urges that the subcom- 
mittee disapprove the enactment of 8S. 2382. 

Respectfully submitted. 

MAN-MADE FIBER PRODUCERS ASSOCIATION, ING., 
By MatTHew H. O’Brien, President. 

Senator CiarKk. The committee will recess subject to the call of the 
Chair, I think some of the members of the committee will want to 
confer as to whether we want more testimony or not or whether we 
want to close the hearings. 

(Whereupon, at 11: 45 a.m., the subcommittee recessed subject to the 
call of the Chair.) 





